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‘PROCEEDINGS OF THE CONFERENCE OF AMERI RICAN 
_ MAYORS, NOVEMBER 12-14, 1914 


REMARKS AT RECEPTION THURSDAY EY ENING, pinot 7 
NOVEMBER TWELFTH 


Mr. Epwarp B. Smita, of Edward B. Smith & Company, Phila- 
delphia: 

Ladies and Gentlemen: His Excellency, the Governor of Penn- 
sylvania, has expressed his sincere regret that an official engagement 
prevents his being here to welcome you, but we have with us tonight 
a man whom Pennsylvania delights to honor. He has been mayor 
of Philadelphia and governor of Pennsylvania; he has the confidence, 
affection and esteem of all our citizens regardless of party. When- 
ever there is need of a man of force, of the highest integrity and 
ability, and of unswerving loyalty to the highest standards, our 
thought turns to the Hon. Edwin S. Stuart, one time mayor of 
Philadelphia; one time governor of Pennsylvania. I wish to pre- 
sent to you the Hon. Edwin 8. Stuart. 


Hon. Epwin 8. Stuart, formerly Governor of Pennsylvania: 

Mr. Mayor, Ladies and Gentlemen: I don’t know just exactly 
what I am to do, but my friend, Mayor Blankenburg, said he wanted 
me to come here tonight and say a word of welcome to the visiting 
mayors, their ladies and the guests here tonight. I think that is. 
hardly necessary because Philadelphia always welcomes anybody 
that comes here for the uplift, the advancement and the improve- 4 
ment of this or any other community. j 

This conference of American mayors is bound to be a great 
thing, gratifying not only to our municipality, but to all the other 
municipalities. 

I am not one of those who believe that we are going Sites 
in municipal government, as a general rule. I believe that munici- 
pal government, like everything else, is going forward. I believe 
municipal government was better twenty years ago than it was 
forty years ago; I believe municipal government is better today 


“a 7 
3 
| 
| 
nee 
23 
JN 
= 


than it was twenty years ago, and I believe that it will be better 
twenty years from now than it is today. 

As the chairman has stated, I have had the honor of being 
mayor of Philadelphia, and I know that my experience in a city of 
1,000,000 was just exactly the same as the experience of the mayor 
of a city of 5,000. They all have their responsibilities, and they 
all have somebody that can tell them better how to run things 
than they know themselves. That has always been so and always 
will be so. And I am satisfied in the feeling that I have that we 
tend to the betterment of municipalities all over our land, and on 
behalf of the reception committee, I cannot help extending to you 
a most cordial welcome, as I know Governor Tener would do if he 
were here. 

I bid you welcome to Philadelphia and trust your remembrance 
and recollection of Philadelphia may be as pleasant to you as I 
am satisfied our remembrance of you will be, as long as we live. 
Hon. BLaNKENBURG, Mayor of Philadelphia: 

Ladies and Gentlemen: We have come together this evening 
to get acquainted with each other; to have a good time; and to enjoy 
ourselves in the lighter vein. This is a preliminary to the important 
work that has caused this gathering of American mayors to meet 
in convention for the discussion of serious subjects that affect the 
well-being of all municipalities, large or small. This informal recep- 
tion is tendered by the committee to the mayors, the delegates, 
their friends and their ladies who have honored us with their presence 
and it should not be marred by a lengthy address on my part, but 
a few words of welcome will be in order. Let me extend to you, 
the chief magistrates of the cities of our land, a most hearty and 
sincere welcome to the City of Brotherly Love. You represent all 
parts of our great republic and it is an especial pleasure to see in 
this distinguished company representatives of several important 
cities of Canada, our esteemed neighbors to the north of us. 

This is an auspicious occasion and the first in the history of 
our country, I believe, where the executives of municipalities, large 
and small, have congregated in great numbers to discuss questions 
that affect the interest of all our citizens—the urban population 
directly and the rural, indirectly. Let me premise here, on the eve 
of the real work of the convention, that the idea of showing an- 
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tagonism towards public service corporations, that its object is to 
combat them in the legitimate pursuit of their business, is quite 
erroneous. 

We have gathered for the purpose of devising ways and means 
by which we can live together in peace and amity. If we are wrong, 
let it be shown where we are wrong and we shall gladly concede it: 
if they are wrong, on the other hand, they should be willing to admit 
it and mend their ways. If they do not, they will have to bear 
the consequences through united action of hitherto disunited forces. 
How the false impression has gone abroad that this meeting of 
American mayors means the inauguration of a contest against all 
public service corporations, I do not know. There is absolutely 
no thought in our minds of any unwise onslaught upon public service 
corporations. While they are often called an evil, though a neces- 
sary one, I think they are a blessing if they are properly managed 
and regulated. 

Philadelphia, you will agree with me, is the place of all American 
cities where an inaugural convention of this character should be 
held. I am pretty safe in this assertion because a majority, or at 
least a large number, of the audience before me are Philadelphians, 
and they will support me in this claim. Philadelphia occupies a 
memorable place in the history of our country. We have many 
places of interest, and the students of the inception and life of our 
republic, naturally give the Quaker City—with due apologies to 
Boston and Bunker Hill—first place as the birthplace of the republic. 
Many of you who have come from a distance may never have 
visited Independence Hall or seen the Liberty Bell. To me, these 
two emblems of the birth of the republic are so sacred that I never 
_ pass the one nor look upon the other without reverently uncovering 
head. 

I extend to you, one and all, a most cordial welcome and hand 
you the keys of the city with the wish that, when you leave, you 
will carry with you a remembrance of Philadelphia that will be 
pleasant as long as you live. May what we accomplish during this 
conference redound to the credit and benefit, not only of our own 
_ municipality, but of all the municipalities of our broad land. 

5 We are at peace while the nations of Europe are engaged in the 
most deplorable war of all history. We are at peace because we 
have no entangling oneness with foreign countries, a position Wi eah- 
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ington, in his immortal Farewell Address so wisely counselled to 
maintain. Owing to this fact, we have friendly relations and are 
on good terms with all the warring nations, and when the time for 
negotiation of peace shall come, it will be the proud privilege of the 
United States to act as the leading arbitrator between the countries 
at war. Such is the position of our country. May a wise Provi- 
dence forever maintain and improve it, at home and abroad. Meet- 
ings and conferences of the executives of our municipalities will 
do their part to promote amity and good fellowship at home; to 
lessen friction; and to establish justice and fair dealing between the 
cities and public service corporations. 

With renewed hearty welcome to the City of Brotherly Love, 
I ask you all to hold in friendly memory the city of your temporary 
sojourn, the city we feel justly entitled to call “The Mother City 


of the Republic.”’ 
Hon. H. C. Hocxen, Mayor of Toronto, Canada: i 

Your Excellency, Your Honor, Ladies and Gentlemen: It is a 
gratifying thing as a citizen of Canada to share in the cordial wel- 
come which His Honor the Mayor, has extended to us here. It 
is a compliment to Canadians to be invited to this Conference of 
American Mayors and is proof of the depth of mind of Mayor 
Blankenburg. 

We count Toronto as among the American cities. While it is 
not under the same flag, we feel that there is only one people on the 
North American Continent, all animated by the same democratic 
ideals. The people of both countries are working out democratic 
institutions in their own way. While our systems are somewhat 
different, our purpose is the same and the relation which has existed 
for the past one hundred years between Canada and this country 
has strengthened the neighborly spirit that should prevail among 
people of common origin. This long period of amity proves what 
His Honor the Mayor has said, that the United States desires to 
deal justly with other nations. 

We celebrated in the city of Toronto this year, the anniversary 
of one hundred years of peace between Canada and the United 
States. During all that period we have had a boundary of 4,000 
miles between us without a It have 
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for a people or for a nation to learn lessons until the time for their 
application has passed. Sometimes they learn through great suffering. 

I want to give the principal American municipalities credit for 
what they have contributed to the welfare of our Canadian cities. 
We in the city of Toronto have during the past few years tried to 
humanize the municipal government. We have tried to establish 
those services for the people which would best serve their human 
needs—services which did not exist a few years ago—and so this 
year the city of Toronto will spend about a mill and a half of the 
tax rate—about $750,000—for the preservation of the health of the 
people; for the protection of womanhood, and other equally human 
services. We have taken our playground movement from your city 
of New York; we have copied our methods of dealing with criminals 
—minor offenders and confirmed drunkards and that class of delin- 
quents—from the city of Cleveland; we have copied also from Cleve- 
land their method of dealing with indigent old folks. In our institu- 
tions today, men and women have lived together for fifty years and 
are indigent, they are put into the institution where the old men 
are placed on one side of the building and the old women on the 
other side. We are going to stop that. We are going to give them 
a place where they can spend the rest of their days together. 

We have adopted from the city of Atlanta a plan that we are 
going to put into effect for the improvement of our sewage system. 
We have secured from Washington our idea of a filtration plant. 
And so we have come over to the United States cities from time to 
time looking for the best methods of carrying on our municipal 
services. For the past ten days we have had our principal account- 
ants in Philadelphia studying the methods in operation in your 
treasury department, which we are going to apply to our own city 
of Toronto. 

I am glad, Mr. Mayor, and Ladies and Gentlemen, to have this 
opportunity to give credit to the American cities which are working 
our municipal institutions and improving them all the time, for all 
that we have received from them. I am not sure whether the city 
of Toronto will be able to give you anything in return, but if we can 
we shall be pleased to do so. 

Our idea is to make life worth living to the people of our city, 
and our taxes, or at least a considerable proportion of them, are 
spent in increasing the comforts, the conveniences and the happi- 
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ness of our citizens. We have found that when we do th 
are satisfied. 

I entirely agree with His Honor the Mayor, that there should 
not be any conflict, certainly not any acrimonious conflict, between 
a municipality and the public utilities corporations. But we have 
found in the city of Toronto that some public utilities corporations 
are very hard to deal with. We have about made up our minds to 
have the public utilities municipally owned and operated for the 
people and by the people. Whether that would be possible else- 
where is a matter for each particular city to decide. But in the 
city of Toronto we have made some advance in that direction. 

Let me assure you, Sir, that, throughout the Dominion of 
Canada, there is only one feeling for the American cities and for 
American citizens. Our boys come over here and marry your girls. 
Your boys come over to us and marry our girls. Our business 
relations with New York are closer than they are with Montreal; 
and the way our social relations are increasing is as surprising as 
it is gratifying. 

During the past few weeks we have had a most striking illus- 
tration of the affection that the American residents in Canada feel 
toward the Canadian city of Toronto. We raised a patriotic fund 
to support the wives and dependents of the men who have gone to 
fight the battles of the Empire in France. We raised $1,000,000, 
$100,000 of which was contributed by American citizens who are resi- 
dents of the city of Toronto. A hundred thousand dollars is a con- 
siderable sum for such a purpose. But the value that we put upon 
the sentiment that was back of the $100,000 is a thousand times 
greater than the money it represents. We know that the Americans 
are satisfied with the treatment that they have had in our cities, 
and it shows that they have sympathy with us in this tremendous 
war. I know that I speak for all Canadian citizens when I say that 
these happy relations which have existed so long will continue to 
exist between the two nations which lie side by side, on this great 
North American continent. 
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ReMARKsS BY Hon. RupoLpH BLANKENBURG AS PRESIDING OFFICER 


We are all impressed with the importance of this gathering of 
city officials from every part of the United States and from Canada. 
We shall have the privilege of listening to addresses by distinguished 
speakers from near and far. 

7 As there are many addresses and great interest is being mani- 

fested in the proceedings, it has been decided to limit speeches to 
twenty minutes and this rule will be enforced with military pre- 
cision. We desire to avoid giving one delegate or participant an 
undue advantage over another. The speakers, therefore, will kindly 
arrange their addresses so they can conclude within twenty minutes. 
Mr. Cooke asks me to state that all speeches will be printed in full, 
sO W hatever you have will be published of 
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- PUNDAMENTAL PLANKS IN A PUBLIC UTILITY 


PROGRAM 


Franchise Expert, New York City. 


I have sometimes spoken of the relation between a city and its 
privately owned public utilities as an irrepressible conflict. The 
expressions “traction war,” “gas fight,’ “telephone controversy,” 
“electric light dispute,” etc., are familiar to everyone. In the pic- 
turesque language of the newspaper and the street, public service 
corporations have long been described as public enemies, and the 
attitude of belligerency toward them has become chronic in many, 
if not most, American cities. 

While this antagonism often assumes exaggerated, unintelligent 
and even fantastic forms, and while there is a substantial community 
of interest along many lines between the public and the utility cor- 
porations, we must not blink the fact that there is a permanent and 
fundamental conflict of motives between them. No amount of regu- 
lation and no possible development of good will and the spirit of 
codperation can change the fact that private corporations operating 
municipal utilities do so for profit and for as much profit as they 
can get, while the consumers and the public strive to get as much 
service as they can at the least possible cost. 

In this conference, which may properly be regarded as astep 
in the mobilization of the forces representing the public point of 
view, we must be very careful in our declarations, for the “enemy”’ 
is willing to take everything we give him and turn it to his advan- 
tage. Every humane principle that we promulgate for the allevi- 
ation of the “horrors of war’’ will be seized upon by him as the 
basis of an appeal to public opinion against our methods of warfare 
whenever we try to do anything effective. A public service cor- 
poration rarely admits that what is sauce for the goose is also sauce 
for the gander. 

For example, the principle of state regulation by permanent 
commissions was put forward in this country a few years ago as a 
statesmanlike method of protecting the people from the exactions 
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of the public. service corporations, while at the same time giving , 
the corporations a fair deal. We now find that all the corporations _ 
have been converted to the idea of regulation. They not only 
welcome it but insist upon having it. They are so enthusiastic over | 

it that they help write the laws and appoint the commissioners. 

Other illustrations are the indeterminate franchise, the option 
to purchase at a fixed price, amortization of capital out of earnings 
and regulated monopoly. The public service corporations regard 
the indeterminate franchise as quite impossible as a substitute for 
existing perpetual franchises, but strongly urge it as a substitute 
for franchises that come to an end at inconvenient times. The 
“fixed price” stands like a stone wall against subtraction but yields 
itself readily to the friendly process of addition. Amortization pro- 
vides a mask for the gentle art of making the consumers pay for _ 
“dead mules.”” Regulated monopoly is translated into intrenched 
monopoly. 

The discussion of plans of campaign against high rates, poor 
service, political interference, financial tyranny and all the rest of 
the evils which we have set out to smite, can only lead to confusion 
of counsels unless we clearly grasp certain underlying issues involved 
in the relations between the cities and the public utilities. Without — 
having definite thoughts on these issues, we can not think straight 
on anything else, and without knowing what any particular speaker’s — 
thoughts upon them are, the rest of us can have no measure by which 

’ ms. gauge the importance or fathom the meaning of what he says. 
wie The underlying issues are: 

F951 (1) What shall be the recognized character of public utility 
investments? Shall they be regarded as speculative and held at the 
risk of the owners, or shall they be regarded as investments in aid 
of public credit and be given the same security as investments in 
municipal bonds? If new investments are to be regarded as non- 
speculative, shall the cities make good all past losses as well as 
assume all future risks? 

(2) What shall be the attitude of the city toward public util- 
ities as money-earning enterprises. Shall the cities seektoget from 
the utilities a revenue for the relief of general taxation? Or shall ; 
the cities subsidize utilities out of taxes? Shall the cities aim to 
have the utilities, whether under public or under private ownership, 
furnish their services at cost, or a public utilities be required 
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to pay for themselves out of earnings in addition to being self- 
supporting? 

(3) What attitude shall the cities take toward ultimate munici- — 
pal ownership? Shall they assume that the utilities are to remain 
permanently as private investments under private operation? Or 
shall they assume that ultimately all the standard utilities will be 
publicly owned? If the latter, shall the cities in their franchise 
grants and their rate contracts merely take an option for purchase 
at some future time? Or shall they proceed at once to set in motion © 
machinery that will ultimately bring municipal ownership about? 

I shall answer categorically, according to my lights, the ques- 
tions I have propounded under these three heads, and state my _ 


reasons for the answers given in each case. 


(1) Character of the Investment 


Public utility investments should be placed upon a non- 
speculative basis, and their security should approximate that of 
municipal bonds. 

In the establishment of the non-speculative character of these 
investments, cities should not undertake to make good past losses, 
unless they are compelled to do so by franchise contracts. 

So far as future investments in the standard utilities are con- 
cerned, the cities should assume the risks of loss due to unforeseen 
causes, and should substantially guarantee the integrity of all invest- 
ments made at the request or with the approval of public authority. 

Public utility investments in the past, with some exceptions, 
have been highly speculative. There has been a continual buzz of 
promoters around city councils and state legislatures for the grant 
of special franchises and charters for public utilities. In most cases 
the sole purpose of these promoters has been either to sell the fran- 
chise or charter outright, or to construct the utility, heavily over- 
capitalize it and then sell its securities for a much larger sum than 
the amount actually invested. 

Public utilities are not always gold mines. A great deal of money 
has been lost in premature investments, and a great deal more has 
gone to the scrap heap with changes in the arts. Experience shows 
that the public rena? along with the investors when utilities find 
themselves “hard up.” Without money to make adequate exten- 
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sions and improvements, or even to keep their plants in proper 
repair, public utilities cannot render the service which is properly 
demanded of them. 

Public utility service, as an essential public function, ought 
not to be dependent upon a throw of the dice by the manipulators of 
stocks and bonds. It ought not to furnish an opportunity for any 
man or set of men to “get rich.” It ought to furnish to multitudes 
of people of comparatively small means a safe and conservative in- 
vestment for their savings. I am strongly of the conviction that it 
is disgraceful to a city to have its public service corporations in 
receivers’ hands—almost as disgraceful as it would be for the city 
to default on its own bonds. 

The elimination of the speculator and the stock-jobber from 
the utility field and the establishment of utility investments upon a 
safe, conservative, non-speculative basis, is to my mind a funda- 
mental condition precedent to good service, permanently low rates 
and adequate public control. If capital is made secure and is guar- 
anteed a steady return, it demands nothing more than the ordinary 
interest rate. Under these circumstances, we should not have to 
pay premiums to reward capital for a risk undertaken in embarking 
upon public utility enterprises. There would be no risk. The only 
special reward offered would naturally go to the men who actually 
operate the property; for when security and a sure return have 
overcome the characteristic timidity of money, we have then only 
to seek a means for enlisting the motive of men for efficiency and 
economy in the operation of the plant. This cannot be done by 
lavishing unasked rewards upon capital as such. 

Our friends, the public service corporations, will welcome with 
open arms the proposition that security of the investment is the 
first and most fundamental plank in any rational program of public 
utility regulation and development. They are willing to make peace 
with us on these terms alone. I have said, however, that in my 
judgment, cities ought not to make good past losses on investments 
that were frankly on a speculative basis when they were made. I 
suppose that we are bound to allow for a considerable taint of human 
_ nature in the characters of those who own and operate public util- 
_ ities, even in the “soulless corporations.” I suppose that we must 
frankly concede to them the right to pursue the policy of keeping 
all they have and getting all they can. If we offer them security, 
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and do not ask for payment, naturally they will take our gift. They 
have been used to receiving gifts from the cities and are not ashamed 
to be public beneficiaries. We find them at this moment engaged 
with their eminent counsel and engineers in attempting to prove 
to the satisfaction of the court that whenever a public utility has 
lost money in the operation of its plant, its property is thereby made 
much more valuable, either in a rate case or in a purchase case. 
But these same eminent counsel and engineers are employed to prove 
also that where a utility has made lots of money, it is likewise there- 
by made much more valuable, either in a rate case or in a purchase 
case. The companies ask the cities to pay them a premium equally 
for their losses or their profits. This is the old game of “heads I 
win, tails you lose.’’ It seems incredible that this double play should 
be made successfully before the regulating authorities of the country. 
And yet in many cases it is being done. When the companies have 
lost, they protest vociferously that they have been mere public 
agents, spending money for the benefit of the city and its citizens. 
But when they have won, they forget this agency theory entirely 
and fall back upon the entrenchments of private property and con- 
tractual rights established in the federal constitution. Then they 
have been doing business strictly on their own account, and the city 
will interfere at its peril. 
I have great admiration for the genius of the writer who com- 
posed the famous couplet: 


men er" “When the Devil was sick, the Devil a monk would be; wi 
> =a When the Devil was well, the devil a monk was he. - 


It has many applications, and its application to the attitude of 
public service corporations toward public control is by no means 
the least important of them. 

Aside from the fact that it is logically preposterous for the 
cities to make good the speculative losses of the past, such a course 
would be financially disastrous. It would mean the acceptance and 
guaranty of the over-capitalization which has brought many util- 
ities into bankruptcy under private management. We may as 
well dismiss the pretty dream that a city will acquire municipal 
ownership by giving its bond to Shylock for a pound of flesh, taken 
nearest the heart, with all the blood that goes with it. When we 
acquire utilities or recognize their capital value in rate regulation 
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or fenchion contracts at a figure double or uabde. the value of the 
physical property, and pay for them in bonds or impose upon the 
rate payers the perpetual burden of supporting this inflated valu- 
ation, we do not secure municipal ownership or public control. In- 
stead, we strengthen and make secure the control already exercised 
by the owners of public utilities. Mere title is of small importance. 
The mere fact that rates are fixed by a public service commission, 
by ordinance or by a contract, has a very limited significance. If 
we have bound ourselves to pay more than the property is worth 
and have not paid it, we may be much worse off than if we had not 
promised. If we fix rates on the basis of an inflated valuation, our 
position may be much weaker than if we had not fixed rates at all. 

If future investments in public utilities are to be non-specula- 
tive, someone besides the investors must carry the risk. If we 
frankly adopt the theory of public agency, which is clearly indicated 
in the title “public service corporations,” there can hardly be any 
question as to the shoulders upon which the burden of the risk should 
fall. It is for the service of the public that utilities are established 
and maintained. More and more, as time goes on, the public nature 
of these services becomes apparent and imperative. Interruption 
of service cannot be tolerated. Under the modern organization of 
society, individuals cannot render utility services for themselves, 
except at such enormous cost as would make modern city life im- 
possible. Therefore, as seems clear to me, the public should carry 
the risk of the investment. But, if the cities are to assume the risks 
of the future in order to give stability to capital, and thereby to 
secure low rates and dependable service, it is clear that the control 
of the investment by public authority must be much more minute 
and far-reaching than it has been in the past. 


(2) Public Utilities as Money-Earning 


In my judgment, public utilities should not be regarded as a 
legitimate source of profit to be used for the relief of general taxation. 

Compensation for franchise grants, and special taxes or license 
fees imposed upon public service corporations, should not be encour- 
aged, unless the proceeds of such compensation or taxes are to be 
used in paying for the property. 

Every individual public utility should be made to render a clear 
account of itself and, as a general rule, should be self-supporting. 
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Public utility services should be rendered as nearly at cost as 
practicable, except that the rates should include a sufficient con- 
tribution to retire the investment within a definite period of time. 

Public utilities should receive credit for all the service rendered 
by them to the city and its various departments, but only under 
unusual conditions should the city assume to subsidize a public 
utility service out of the proceeds of taxation or otherwise. 

It is not inconceivable that the time may come when public 
utility services will be furnished free, as elevator service is, but for 
the present at least, in view of the habits of the people and the 
financial limitations of the cities, each public utility should continue 
to be operated on the basis of charging those who use it adequate 
fees for the service rendered. On the other hand, it seems unfair 
and unstatesmanlike to attempt to levy a special tax upon the 
patrons of any particular utility. Possibly the practice of taxing 
property devoted to the use of public utilities the same as other 
property held by private individuals may be justified; but except. 
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in those cases where taxation is used as a weapon to secure control, 


it seems that at least the utility property located within street 
limits should not be taxed. I should be willing to exempt from 
ordinary as well as special taxation all property actually devoted 
to public use in the rendering of utility service, under adequate 


control, but I hesitate to advocate, at the present time, so radical — 
a proposal. I would not, however, advocate the relief of public — 
utility property from the burdens of taxation, and plenty of it, if. 


such relief is to be merely a special privilege to be reflected in in- 
creased private profits. 

While each of the public utilities should in the main be self- 
supporting and independent, there is a certain community of public 
interest among them. Conditions may arise, therefore, under which 
the rule I have laid down should be modified to the extent of allow- 
ing us to take easily earned profits from a strong utility to wipe 
out the easily incurred deficits of a weak one. 

I have said that the rates and charges should include enough 
to maintain a sinking fund for the retirement of the investment. 
This requires explanation and defense. It anticipates in a measure 
our discussion of ultimate municipal ownership. I do not mean 
that the patrons of a public utility should contribute a sufficient 
_ sum to the corning to enable a — service corporation to pay 
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off its bonds and still retain full title to the property. I mean that 
under public ownership, or, under private ownership, as a means 
of ultimate public ownership, the consumers should be required to 
pay for the plant and give it to the city. It is often urged that this 
policy would impose an unreasonable hardship upon a single gen- 
eration of public utility patrons. It might also be urged that the 
patrons of a public utility represent a class and therefore should 
not be required to buy a great property and turn it over without 
charge to the community as a whole. These objections have cer- 
tain apparent weight. It seems clear to me, however, that the 
amortization plan will save a considerable portion of its own cost 
by making the investment doubly secure and thus reducing the 
rate of charge for capital under either private or public ownership. 
Moreover, we have experienced so many disasters and are on the 
brink of so many more as a result of the reckless financiering of the 
past, both as to public improvements and as to privately owned 
public utilities, that we should adopt every possible measure to 
get these enterprises upon a conservative financial basis. While a 
number of utilities at the present time seem very well established, 
all of them have been largely transformed within a generation, and 
we have no absolute assurance that the investments in any of them 
will not become obsolete within a single generation. If the public 
is to assume the risk of obsolescence, it will be a safe and highly 
reasonable policy to meet obsolescence in advance. Then if the 
utility continues to be useful, both the consumers as such and the 
city at large will enjoy a distinct advantage. If, on the other hand, 
the utility or the property now used by it becomes obsolete, we shall 
avoid the unhappy condition of still being in debt for property that 
has disappeared. Where a city is able to enter upon municipal 
ownership at once and take care of the sinking fund by means of 
taxes, I have no objection to that course, but I feel that it is a great 
deal better to require the consumers in one generation to pay for 
a public utility plant, in addition to maintaining it, than it would 
be not to have it paid for at all. 

Water works and lighting plants are so essential to the city in 
the performance of its governmental functions that where necessary 
a city may reasonably contribute out of taxes a very considerable 
proportion of the income necessary to make such utilities self-sus- 


taining. This contribution is in reality only a payment for services _ 
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rendered and should not be regarded as a subsidy. New York City 
has gone a step further and has put its credit and its taxing power 
behind a great rapid transit enterprise in order to secure for its 
citizens a high standard of widely extended service at the five-cent 
standard rate of fare. Philadelphia is now talking of assuming a 
similar contingent liability in the case of the local transit lines. I 
do not wish to be understood as condemning this idea, but I will 
say emphatically that in my opinion a city ought not to enter upon 
the policy of subsidizing public utilities until it has absolutely elimi- 
nated the speculative element in them so far as the private investment 


(3) Ultimate Municipal Ownership 
In my opinion, cities should not assume that public utilities 
are to remain permanently as private investments under private 
operation. 

On the contrary, they should assume that all the well-established 
utilities will sooner or later be publicly owned, private capital being 
entirely excluded from the public streets except as it is loaned to _ 
the city. 

In their franchise grants, and in all contracts affecting rates’ 
or granting privileges, the cities should establish the option to take 
over the utilities either at pleasure or at reasonable fixed intervals. _ 

Wherever possible, the cities should go still further and without 
more delay definitely set in motion the machinery necessary to com-_ 
pel the gradual withdrawal of private capital from the public sets : 
and the gradual acquisition of the utility plants by the cities as public _ 
property. 

This brings us squarely to a consideration of the theory of 7 
municipal ownership. I call specific attention to the fact that 
municipal ownership of the fixtures in the streets presents no serious 
obstacle to the operation of public utilities by larger units. It is 
apparent that the development of interurban utilities, the exten- — 
sion of utility service to rural regions and the grouping of a number _ 
of cities in relation to a single source of supply often present serious — | 
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political unit. I shall assume that the most appropriate govern- _ 
mental agencies for the operation of these utilities will be developed _ 
as the need arises, and therefore my argument will be confined to | 


obstacles in the way of separate operation by or for each distinct _ 
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the desirability of municipal ownership, with or without public 
operation. 

While it is true that in its relation to public utilities, the ulti- 
mate demand of the public is the best possible service at the lowest 
practicable cost, I do not admit that the entire case is to be deter- 
mined by a comparison of the rates and efficiency of operation of 
individual public and individual private plants. I have no disposi- 
tion to deny that serious administrative and political difficulties 
now obstruct the movement for municipal operation. I take my 
stand for the immediate adoption of the policy of ultimate munici- 
pal ownership on broader grounds. I need not repeat what I have 
already said in regard to the recognized public character of these 
services. I need not go at length into the difficulty of adequately 
regulating a private monopoly. I need not claim greatly reduced 
rates or greatly improved service as the immediate result of munici- 
pal ownership. All these considerations are factors in the great 
development of city civilization which makes ultimate municipal 
ownership of public utilities appear to be inevitable, whether we 
want it or not. But back of all the usual arguments, pro and con, 
on this subject lies the fundamental fact that the existence of a great 
body of private capital invested in the public streets is a continuing 
menace to a city’s welfare. 

The concentration of the control of enormous masses of the 
common wealth in the hands of a few men, irresponsible to the 
community for the manner in which they exercise such control, is 
in itself a recognized menace to civilization. This applies to all 
_ kinds of enterprises, but when we come to public utility enterprises, 
- which are actually performing a public function, and which are 
constantly in contact with the regularly established political author- 

ities, and which operate by means of easements in public property, 
the dangers of concentration of control are multiplied. 
It is well known that in the great cities the development of land 
values is such as to make it impracticable for the majority of men to 
_be landholders. Cities create a proletariat, a fourth estate, which, 
in proportion as it becomes landless, homeless and propertyless, 
becomes a dangerous element in a democracy. Political and eco- 
nomic stability rest upon widespread participation in wealth. The 
conditions that prevail in modern cities in certain respects tend to 
cultivate the most dangerous factors in democracy. Cities by their 
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very nature are coéperative, and public utilities, par excellence, are 
_ the visible symbols of that coéperation. If in the cities we are 
passing out of the stage of widespread individual ownership, our 
_ only safe course is to develop a strong community ownership, not 
- @ mere sentimental loyalty attaching to the city that we love, 
_ but a substantial universal economic interest in it. Capital is too 
- valuable to society to be wastefully destroyed. We all respect it. 
If we destroy it, we are destroying that which ultimately belongs 
to the community. The public ownership of public utilities, which 
is merely the complete public ownership of the public streets, not 
only frees the agents of the people from the compelling influence of 
invested private capital, but gives those agents and the people they 
represent a new sense of responsibility, a new sense of civic loyalty 
and a new attitude of conservatism, all of which are of the utmost 
importance in the orderly development of our civilization. 

This matter of municipal ownership is along story. I can hardly 
hope, in the time available this morning, to convince anyone whose 
mind is already set the other way. I maintain that municipal 
ownership, as an ultimate policy, is both desirable and inevitable, 
but the real point of my argument here is that, if it is either desir- 
able or inevitable, the cities should begin to prepare for it now. I 
sometimes think that the warm opponents of municipal ownership 
and operation, in their zeal to show that our cities are politically 
unfit to undertake public utility enterprises, tend to gloat over the 
proofs they find, as if they were really glad that the cities in which 
they live are incapable or unfit to undertake these functions of such 
grave concern to everyone. It seems to me that at least all of us 
who take the public point of view, are bound to strive to make our 
cities fit for municipal ownership and operation, if they are not so 
already. We at least can have no sympathy with the attempts 
being made on every hand to hinder, hamper and render abortive 
the municipal ownership movement. We at least can not approve 
of the attitude of those who are willing to saddle the city with an 
enormous overcapitalization as its initial handicap when it under- 
takes municipal ownership. We at least can have no sympathy 
with the efforts constantly being made to pack commissions and 
councils with weak or private minded men who will effectively pre- 
vent or postpone the development of efficient and intelligent public 
agencies able, in case of need, to make municipal ownership a success. 
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a ; _ The problem that the cities must ultimately meet, and that 

they should begin to meet definitely now, is the problem of paying 
for the public utilities so that the actual transfer of the property 
from private ownership to public ownership may be ultimately made. 
It is a mistake to assume that a reduction of rates will bring public 
ownership any nearer, except as it may squeeze the illegitimate 
values out of franchises and render the public utility field uncongenial 
for speculators. Whenever a city has an opportunity, in the grant- 
ing of a new franchise or in the making of a contract, to secure an 
option for the purchase of a public utility at a reasonable fixed price, 
it should do so, but in such cases it should place the exercise of that 
option and the provision for the payment for the utility ahead of 
rate reduction in its program. If we secure an option to buy a 
utility at a fixed price and then reduce the rates to a point where 
nothing can be saved from earnings for an amortization or purchase 
fund, we make the future acquisition of the property more rather 
than less difficult. For unless we are willing to pay for the utility 
out of taxes, it will be very unpopular and very difficult, having 
pared the rates to the bone, to increase them again for the purpose 
of establishing a sinking fund. 

You may not all agree with me in my attitude on the three 
fundamental issues which I have propounded here today, but I 
maintain that what you say or what I say about general public utility 
problems can be of very little importance to ourselves or to anybody 
else unless we know what we think on these issues and make our 
thoughts known. I repeat the three questions:— 

1. Should public utility investments be speculative or non- 
speculative? 

2. Should public utilities be exploited for the benefit of the 
taxpayers or should they be operated on the theory of rendering 
at cost? 


. Should the cities, now, take all possible steps to prepare the 


way ae ultimate municipal ownership? =| 
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‘THE REGULATION OF MUNICIPAL UTILITIES 


By NATHANIEL T. GUERNSEY, 
General Counsel, American Telephone and Telegraph Company, ea 
New York City. 7 a 


AY When Mayor Harrison and I were law students together, Hon. 

Edward J. Phelps, then one of our professors, and later ambassador 
at London, told us one thing which I still remember, namely, that 
it is very difficult to make a thing clear to anyone else if you do not 
know anything about it yourself. The first step in the consideration 
of any question is a clear comprehension of just what that question 
is. 

Regulation, in the sense in which the term is used with refer- 
ence to public utilities, means to subject to rules, restrictions or 
governing principles. 

These rules must be general and fundamental, and should not 
attempt to cover the details of management. The supreme court 
of the United States not long ago said (209 U. 8S. 118): 


It must be remembered that railroads are the private property of their 
owners; that while from the public character of the work in which they are 
engaged the public has the power to prescribe rules for securing faithful and 
efficient service and equality between shippers and communities, yet in no 
proper sense is the public a general manager. 

Subject to the two leading prohibitions that their charges shall not be 
unjust or unreasonable, and that they shall not unjustly discriminate so as 
to give undue preference or disadvantage to persons or traffic similarly cir- 
cumstanced, the act to regulate commerce leaves common carriers, as they 
were at the common law, free to make special rates looking to the increase of 
their business, to classify their traffic, to adjust and apportion their rates so 
as to meet the necessities of commerce and of their own situation and relation 
to it, and generally to manage their important interests upon the same prin- 
ciples which are regarded as sound and adopted in other trades and pursuits. 


The public may not undertake the management of these prop- 
erties because their management is not a public right or a public 
function; but that the public not only may, but should, establish 
such fundamental rules or principles as a basis for management and 
operation as are necessary for its protection, and for the protection 


At 
4 7 
4 
4 
res 
d 
a? 


OF MunIcIPAL UTiLities 


of the utility as well, is not now generally controverted. ew 
ence of the last fifty years has demonstrated that competitive utilities 
in the same municipal field are not the solution of the question, and 
that the normal, and generally inevitable, consequence of such a 
situation is consolidation, frequently preceded by the insolvency of 
one or more of the utilities in question. Asa consequence, the public 
utility laws adopted within the last few years in a large number of 
states have established a general public policy which negatives the 
desirability of such competition. 
The questions relating to the regulation of public utilities are 
important and are growing more so every day. The investment 
in the United States in the utilities affording service to single com- _ 
munities, such as water, gas, electric light, street railways and local — 
telephone exchanges, excluding railroads, interurban railways and 
long distance telephone lines, is estimated at nearly nine billions of 
dollars. By far the greater part of this enormous investment is 
made up of the savings of hundreds of thousands of frugal people. _ 
The service furnished touches, directly or indirectly, not only the _ 
pocketbooks but the comfort and convenience of nearly every dweller 
in every municipality in the country. 
The relation between the utility and the public is essentially 
that of buyer and seller. What the public wants and demands is, 
first, good service; second, the widest possible extension of this service; 
and, finally, a fair price. These requirements have been stated in 
what I believe to be the order of their importance from the public 
point of view. The thing of greatest moment is that the service _ 
be good, in the bfoad sense that includes efficiency, and everything _ 
from courtesy to the character of what is furnished, which is essen- _ 
tial to fully meet all reasonable public demands. What comes next 
is that this service be made available, so far as practicable, to every 
person in the municipality who desires to utilize it, with only such 
limitations as must necessarily inhere in the question of cost. Finally, 
there remains the matter of a fair price. 
From the standpoint of the utility, if it is to fulfill these public 
requirements, there are two things which are absolutely essential. 
The first is that there be a return from its operation sufficient to 
constantly attract the new capital which is continually necessary. _ 
Anything short of this is less than a reasonable return, and must 
inevitably result i in confiscation. One of the most common and most 
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misleading errors in the consideration of these questions is to treat 
a public utility in a growing American city as a completed invest- 
ment. The investment is never completed. When the plant has 
been finished and begins operation, the investment has only started. 
There must be constant additions to it, if the property is to keep 
- pace with the growth of the community, and its obligations to the 
- community are to be performed. These additions demand an un- 


ceasing stream of new money, which can only be secured from the 


general supply of funds seeking investment. This general supply 
_ of funds is the aggregate of the public’s savings, which the public 


desires to reinvest. The present remarkable facilities for transpor- 


tation and for communication are such that neither those seeking 
investments nor those seeking funds are limited to their own com- 
munities, nor, in the case of the larger enterprises, to the United 


‘States. This has recently been brought sharply home to us by the 


_ desire of foreign holders of American securities to realize upon them, 
- on account of the financial conditions caused by the present European 


War. 


This general market to which the public utilities and all other 
enterprises desiring to obtain money must go, is in the very nature 
of things a highly competitive market. Those who have money to 
invest will invest it where, all things being considered, it will bring 
to them the highest return. It will go to the highest bidder. Today, 
and in the near future, public utilities, for the money which they 
require, must compete not only with all normal demands, but with 


the enormous abnormal requirements due to the war. Investments 


'f in public utilities, just exactly like investments in real estate, manu- 

facturing, banking and everything else, must be attracted by a pros- 
_ pective profit, and this profit, taking into account hazards and other 
conditions, must be equal to that offered by other available invest- 


ments. Otherwise, the investors who are seeking a profit will not 


divert their investments from more profitable enterprises to public 
utilities. To secure normal, natural business conditions, the profits 
to be derived by the investor from the various channels of invest- 
-ment must be equal when the variations in hazards and other mate- 
rial conditions are taken into account. When this condition exists, 
~ each class of investments will normally secure its proper proportion 
of the general supply of money. If one class of investments is tem- 


av 
ae 
» 
— 
4 
» porarily more profitable than another, money will flow into that 


class until, through the operation of the laws of demand and supply, 
it is brought into its proper relation with the others. The conten- 
tion that because money invested in public utilities is devoted to — 
a public use, it is therefore not entitled to relatively the same return 
as private investments, the conditions, hazards and other factors | 
affecting the investment being considered, will never be sound as 
long as the laws of demand and supply remain effective. To secure 
money for investment in public utilities, it is necessary to pay what 
it is worth in the market, that is, as much as someone else, with a 
not less attractive investment, will pay for it. 

The second essential, from the utility standpoint, is that freedom 
in the transaction of their business which is necessary to progress, 
and to efficient, economical operation, and that this freedom be not 
unduly restricted by attempts at so-called regulation, which are not 
in fact regulation, but are efforts to control the details of manage- 
ment and operation. The utilities are essential to the public. The 
public is just as essential to the utilities. The public welfare requires 
that the interests of each be protected and that the rights of neither 
party be violated. What tribunal should stand between the buyer 
and seller and maintain the scales in equilibrium? 

Regulation costs money. It is not an over-statement to say 
that millions of dollars are being spent every year for this purpose in 
the United States. In the ultimate analysis, this burden inevitably 
falls upon the public. It is an item in the cost of the service. To 
justify what it must pay for this regulation, the public must derive 
benefits more than equal to its cost. 

To make regulation of benefit to the community, and to justify 
the enormous expense which it imposes upon the public, several 
things are necessary: 


1. The regulatory body must be composed of men of unquestioned integ- 
rity and force of character. 

To make regulation worth anything, the regulatory body must have, 
and this means it must earn and be entitled to, the respect and confidence of 
both of the interested parties, so that its conclusions, even though unaccep- 
table, will be promptly accepted both by the public and by the utilities which 
are affected by them. It must, as far as possible, be free from all influences 
which would militate against a just, impartial, business-like administration. 

2. The men composing the regulatory body must have not only the capac- 
ity but also the business and special training necessary to the proper deter- 
mination of the important and intricate questions which are presented to it. 
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The successful management and operation of a public utility require 
ability of the first order, combined with special training and experience. The 
regulatory body, while not engaged in management or operation, must be able 
to thoroughly understand all of the questions presented by management and 
operation. 

3. The regulatory body should be composed of men who are free from 
other interests and engagements which would tend to prevent their giving to 
the performance of their duties the time which is requisite if sound results 
are to be obtained. 

The value of the results attained will vary in almost direct proportion 
with the approach to meeting these requirements. 


If these general considerations are sound, the conclusion is 
inevitable that the regulation of municipal utilities should be not 
local but in the hands of state commissions. The municipality is 
the representative of the buyer. The identical considerations which 
prohibit the utility from being an arbiter between itself and the 
public negative the propriety of local regulation. No man may or 
_ should sit as a judge in his own case. 

’ I have no sympathy with the unwarranted attacks which are 
_ so frequently made upon the integrity and capacity of city officials 
~ and members of city councils. The public selects them, and it does 
- not lie in the mouth of the public to discredit the men whom it has 
_ selected. But these men are elected. They are inevitably subject 
- to constant, direct, most persuasive political influences which they 
- eannot ignore, and which they ought not to ignore. They regard 
_ themselves as the representatives of the public, and they would be 


a But these very considerations which should be the subject of 
- commendation and not of criticism, disqualify them to act as judges 
_ in matters in which they, as individuals, and the public generally are 


confidence. A decision in favor of the public is immediately criti- 
cized as due to political considerations. A decision against the 
public arouses suspicion as to considerations of a different character, 
and a compromise is criticized as political. 

Moreover, members of city councils cannot, in the very nature of 
things, acquire the special knowledge and experience necessary to 
the correct determination of the many varied, intricate and impor- 
tant questions which arise out of the regulation of public utilities. 
They are, in the very large majority of cases, men whose persona 
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affairs must have their first consideration, and who can give, and» a 
are only expected to give, to the public business a relatively small 
proportion of their time and effort. They usually do not hold office 
long enough to acquire the experience necessary in order to make a 
them efficient in the numerous special subjects involved in the regu- 
lation of utilities. a 
There has been criticism, much of it unjust, of the participation 
of public utilities in municipal politics. The utilities do not = 
in politics; where they are in politics, it is not of their own volition 
but because conditions beyond their control have forced them in. + ? 
Their regulation by city authorities must inevitably bring them into he 
intimate relations with every political faction in the community. 
This always has been, and always will be one of the resultsof munici- 
pal regulation. 
State commissions, with the advantages of relative permanency ‘ 
in office, permanent staffs of experts and accountants, and freedom i 
from local political influences, have not been able to attain results — 
with which they themselves have been satisfied. City councils or | 
city boards which are subject to all of the difficulties which state 
commissions meet, and are subject to many from which state com- 
missions are free, must, in the very nature of things, be less efficient 
and less successful as regulatory bodies than state commissions. 
The local self-government argument is not a sound one. The © 
public interest does not require the local authorities to do things © 
which may be better done by others. If what it is desired to accom- © 
plish by regulation is to equitably adjust the differences which natu- 
rally arise between the public and public utilities, so that the public | 
may have good service, widely extended, at a fair price, and so that — 
the business of the utilities may be upon the stable basis which is — 
necessary to enable them to render this service, and to make possible ; 
the development which is essential to the public interest, then there 5 - 
is absolutely nothing in the local-self-government argument. The | 
real question is, how can this regulation be best accomplished? 
If it can be best accomplished by the local tribunal, then it should 
be done by that tribunal, not because it is local, but because it is 
best. If it can be best accomplished by a state tribunal, then the 
public should have the state tribunal and should not take something 
that is not as good, in order to have this work done locally. tr 
There are some things which cannot be accep by regu- ms 
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lation, and it is well to have this clearly in mind. The idea seems 
to be more or less prevalent that the function of regulation is to 
decrease prices and impose burdens upon the public utilities. Every 
burden upon a public utility is a burden upon the public, which in 
the final analysis must pay the bills. If the burden brings with it 
a benefit that is worth to the public what it pays for it, the public 
can afford it. Otherwise, it cannot. 

Rates cannot be indefinitely reduced by regulation. The down- 
ward tendency in rates that has been constant in recent years has 
been partially met by economies brought about through efficiency 
in management and operation; but there is a limit to what may be 
accomplished by such economies, and if this limit has not already 
been reached, it will be soon. 

But what it is desired to emphasize is, not that existing rates 
are low, but that neither by regulation nor by anything else can the 
public buy this service for less than it is worth; that neither by regu- 
lation nor by anything else can the public, speaking broadly, have 
this service without paying for it what it costs, including as a part 
of that cost a reasonable profit upon the money invested in furnish- 
ing the service. Nobody has ever been able to get something for 
nothing for long. Ever since trade commenced, the cost of any 
article, or of any service, has been an important factor in fixing its 
price. The farmer cannot raise and sell his cattle and hogs and 
grain for less than they cost; the manufacturer cannot manufacture 
and sell his product for less than it costs; the merchant cannot buy 
and sell his merchandise for less than it costs. To attempt to do 
this is to invite bankruptcy. Public service corporations are not 
exempt from the operation of general, fundamental, economic laws. 
The operation of these laws makes it impossible for them to furnish 
service for less than it costs, this cost including, as has been said, 
the profit that is necessary to secure the requisite capital. Regula- 
tion cannot change these laws. Regulation cannot enable a public 
utility to buy rails, or cast iron pipe, or copper, or labor at less than 
it is worth in the market. Regulation cannot enable a public utility 
to buy money at less than it is worth in the market. And until 
regulation can do this, it cannot secure the service of these utilities 
for less than it is worth. Unjust regulation might wreck some pub- 
lic service corporations. Unjust regulation might drive public serv- 
ice corporations out of business, but for it to enable the public | to 
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secure something for nothing, to secure a service for less than it is — 7 


fairly worth, is an economic impossibility. 

There is an important corollary to this proposition. An insol- 
vent public service corporation never gave good service. It never 
gave good service, because it is not within the power of such a cor- 
poration to give good service. A notable illustration of such a 
situation is afforded by the conditions surrounding the street rail- 
road traffic in Chicago a few years ago, before an adjustment was 
made between the companies and the city which enabled the com- 
panies to secure new money. Only a prosperous public service 
corporation can furnish good service, because good service requires 
money. Money is necessary to secure an adequate number of com- 
petent employes; it is necessary to maintain the property in the 
condition which is a prerequisite to first-class service; it is necessary 
to make the replacements, renewals and additions which are required 


if the plant is to be adequate and up-to-date, instead of inadequate ‘s 


and obsolete; it is necessary to provide for the additions and the 


surplus capacity which are absolutely essential if the public is to | 


have the service when it needs it and where it needs it. This service 
the public can have by paying for it. It cannot have it without 
paying for it, simply because a public service corporation, just like 
a farmer or a manufacturer or a merchant, cannot live without a 
profit. 

The matter of the regulation of municipal utilities is still in 
the development stage in this country. This is true, both as to 
the law and as to the practice and procedure. If this development 
is to result in successful regulation—and by successful regulation 
I mean something that will contribute substantially to the welfare 
of the public as a whole—this must be accomplished through the 
codperation of the public and the public utilities, with a frank recog- 
nition of the principles which have been discussed. It should result 
in good will, decreased cost and increased efficiency. 
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PHILADELPHIA’S TRANSIT PROBLEM 

“Director of the Department of City Transit, Philadelphia. dis ‘shy 


Large cities of the United States are constantly outgrowing 
the capacity of existing facilities for public service. Among those 
facilities which are particularly essential to a city’s development 
are water mains, sewers and transportation lines. They may be 
likened to the arterial system of the human body. When they 
become inadequate and choke the circulation which they are designed 
to carry, or when they fail to expand as the body grows and to meet 
its increasing requirements, the various sections involved must wither, 
and the body as a whole must suffer. 

Philadelphia, in common with other large cities, has outgrown 
her present urban transportation system and is proceeding to estab- 
lish such additional facilities as are required to furnish adequate 
service to the people. 

This has always been a city of individual homes spread over 
a comparatively large area. We are now confronted with the neces- 
sity of providing rapid transit facilities to eliminate existing conges- 
tion of traffic and the excessive loss of time in traveling the increas- 
ingly great distances between available residential areas and places 
of employment. The inevitable alternative would be to crowd the 
future increased population into flats and tenements in the areas 
already built up. Such conditions are beyond the pale of con- 
sideration. 

Standing squarely by the ancient advice: “Look before you 
leap,”’ the city undertook two years ago to make a practical, scien- 
tific and complete study of what is needed, and of ways and means 
of accomplishment. The results of this study were embodied in 
the report of the transit commissioner in 1913, and were crystallized 
in the recommendations for the immediate construction of twenty- 
six miles of high-speed lines by the city, to be equipped and oper- 
ated preferably by the existing company, which controls practically 
all of the street railways in the city. Negotiations were then under- 
taken with the management of the existing company. 
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The “program,” resulting from the negotiations between the 


existing company and the department of city transit, provides for 
the construction of certain subway and elevated railway lines by 
the city at a cost of approximately $46,000,000, and the equipment 
and operation thereof by the company in common with its existing 
system as one great unit for public service. The cost of equipment 
will be approximately $12,000,000. Proper provision is also made 
for future extensions. 

The “program” provides for the operation of all high-speed 
lines in conjunction with the surface system, which will serve with- 
out extra charge as the agent for the gathering and distributing of 
passengers who use the high-speed lines. Thus the advantages of 
rapid transit will be extended as equally as practicable to every 
front door in Philadelphia. 

Passengers will be enabled to travel in a forward direction for 
one five-cent fare between every important section of the city and 
every other important section of the city, conveniently, quickly 
and comfortably by way of the combined surface and high-speed 
lines, regardless of the number of transfers required in so doing. 

Recent legislation has clothed the city with the legal authority, 
financial ability and executive machinery to construct, and if neces- 
sary, to equip and to operate these facilities as well as surface lines. 
A constitutional amendment in process of adoption will provide 
many additional advantages in financing the undertaking. 

We recognize the importance of codperation between the city 
and the company in establishing these new facilities in a manner cal- 
culated to best serve the public. We also recognize the importance 
of protecting against destructive competition capital which has been 
- invested in the existing system. 

The “‘program”’ as arranged provides that the existing company 
shall receive annually out of the earnings of the municipally-owned 
lines: 
1, Interest on the company’s investment in equipment. 
: _ 2. A further payment which will sustain the company’s normal 
- net income gained prior to the establishment of the municipally- 
owned line or lines against decrease or loss due to the company 
participating in the codperative program as stated therein. 
bac ; It further provides for the elimination of the discriminatory 
_ eight-cent exchange ticket now in use in certain sections of the 
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a city in a manner which has been arranged between the officials of 
the company and the department. 

* This “program”’ still awaits ratification by the underlying com- 
™* -_= which is called upon by the operating company to supply 
7 annually the amount of additional capital which may be needed 
_ for the normal extension of the existing system. 

Philadelphians are practically unanimous in urgently demand- 
ing rapid transit facilities and free transfers. No individual or 
obstacle can withstand the united public in this matter. As the 
citizens are determined to establish adequate rapid transit facilities, 
they will be established. 

We expect the existing companies to welcome the adequate 
protection which the program for rapid transit development affords 
their stockholders against loss to their present net income by reason 
of their coéperation. 

: The use of the public credit in such an enterprise as this is 
essential and entirely justified. The city gets an almost indispen- 
sable modern utility. The people obtain wide and comfortable range 
of movement and enormous and valuable time saving. The city 
gets great increases in taxable values and a revenue producing prop- 
erty which, with the growth of the city, will not only become more 
than self-supporting, but will reap out of earnings its entire cost. 

The city will thus ultimately own the high-speed system as a 
great income-producing municipal asset with the entire cost thereof 
repaid out of earnings. 

We are now designing and preparing to construct the recom- 
mended subway and elevated railway lines. That they will be con- 
structed and operated there is no doubt, for in the event of failure 
upon the part of the existing company to codperate as provided, an 
independent operator can readily be obtained to equip and operate 
the municipally-owned high-speed lines upon favorable terms. As 
a very last resort the city itself is thoroughly competent to equip 
and operate the facilities temporarily or permanently as a munici- 
pal undertaking. 

We do not expect the existing company to codperate with the 
city in establishing the rapid transit lines in a manner which will 
reduce its existing net income. On the contrary we are extending 
to the existing company adequate protection against any such loss 
in consideration of its coéperation. Therefore, no loss can come to 
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the company by reason of the city’s action unless the company 

should decline to codperate and to accept the protection proffered 

by the city. 

I have now come to the point which I wish to particularly 


emphasize. Philadelphians stand for a “square deal” between the 
| city and vested interests. We recognize the vital importance of 


= 


= 


PHILADELPHIA’S TRANSIT PROBLEM 


honestly protecting capital invested in Philadelphia to the extent 
that it shall produce an attractive return for reasonable service 
rendered to the public. 

In the case of our local railway system a contract was entered 
into in 1907 between the city and the company; with the terms 
of this contract in force as a basis, it is the policy of the department 
of city transit in establishing the high-speed lines under the terms 
of the coéperative “‘program’’ to protect the company to the extent 
of its annual net earnings gained prior to the opening of the munici- 
pally-owned lines, regardless of the amount of capital actually in- 
vested in the property. We want Philadelphia to stand out as a 
safe place for the investment of capital for public service. 

We recognize the great part which the railroads and other 
public service corporations can take in the development of this 
city and its industries, but to so take this part they must have 
credit upon which to raise large sums of money and they must be 
assured of an adequate and attractive return thereon and immunity 
from unwarranted competition or political and public attacks. 

The capitalists of this country are going to invest their money 
in communities where capital is justly treated and permitted to 
earn attractive returns, and are not going to invest capital in 
communities where its security is impaired and its productiveness 
is unduly curtailed by unreasonable legislation, regulation or 
competition. 

I believe that the time is past when corporations, through 
political, financial or other influence, can retard the development 
of the resources of our great cities, make unfair bargains for fran- 
chises, or refuse to coéperate upon just terms in carrying out great 
municipal developments and undertakings which are dependent upon 
their codperation. 

On the other hand, I believe the time is at hand when cowardly 
public officials will not be permitted by the thinking public to be 
led by blackmailers and demagogues into imposing unreasonable and 
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ss Onerous terms and conditions upon corporations and vested inter- 
hy a ests; they will no longer be able to make political capital by pur- 
_ suing any such course in an enlightened community. 

The people of Philadelphia will be fair with corporations and 
with capital, but they will demand the same fairness from cor- 
porations and capital in return. 

: . Only those who fail to heed this public demand need fear the 
inevitable disaster which the ire of an incensed public, focused on 
them from every angle, is sure to bring about. 
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By Ray Paumer, 


Commissioner of Gas and Electricity, Chicago, IIl. 


For many years most cities in the United States have been 
trying to solve individually problems relating to their local lighting 
rates without proper knowledge and investigation of the subjects 
to find out what benefits have been accomplished by other cities 
under similar local conditions. In other words, there has been a 
lack of coéperation on the part of our municipalities in dealing with 
light rate problems. Too little publicity has been given low rate 
settlements made by utility corporations with cities. 

The results of this failure of municipalities to work closer to- 
gether for fair and reasonable rates are clearly shown by the high 
kilowatt hour rates, or yearly are lamp or tungsten rental rates 
paid by certain cities as compared with low rates in vogue in other 
- cities under similar local cost conditions. 

In comparing the relative public street lighting rates, let me 
ask you, gentlemen: 

(a) What are the cities which you represent paying for public 
street lighting? Are you purchasing electrical energy and maintain- 
ing the lights by city labor (trimmers and patrolmen, etc.) or are 
you contracting with utility companies for lights on a yearly basis? 

Perhaps your rates are high because no thorough investigation 
was ever made of cash costs and fixed charges upon the actual valu- 
ation of the utility property supplying the service so that excess 
charges are made which are not fair or reasonable to the public. 

(b) It is well to ask: What do these rates mean in terms of 
the relative quantity and quality of lighting? In other words, under 
your local conditions, is your city getting economical rates and 
efficient service from the utility companies which furnish energy or 
contract to supply service? 

This convention’s slogan should be “‘Economical rates and 


_ efficient service from all sources.”’ 
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A low rate does not necessarily mean an economical — = 
service rendered may be poor. Municipalities must demand efficient 
service at economical rates. Economical rates can be appropriately 
defined as those which are fair and reasonable to the producer (util- 
ity company) and the consumer (the public). 

(c) What are the reasons that a city under similar local physi- 
cal construction and operating conditions has higher rates than 
other cities of the same size? 
yy In the first place high rates are many times the result of bad 
polities or a lack of knowledge on the part of members of the council 
. who approve of contract ordinances or yearly contracts allowing 
pe i high rates. Public utility companies in one city may have more 

political influence than in another, resulting in the passing of unsat- 
_ isfactory rate measures, involving the giving away of rights which 
should remain with the city. 

A city may have little appropriated for rate investigations when 

the contract lighting rate ordinance has expired, resulting in an unfair 
and unreasonable contract which is based only on a preliminary 
report by a city official who is either incompetent to report upon 
such a technical subject, or who is influenced in different ways to 
favor the utility corporations in his report, while another city obtains 
a fair and reasonable rate ordinance by the city council through its 
committees coéperating with a competent expert in carrying on a 
thorough rate investigation after a proper valuation of a utility 
property is known. 

The refusal or procrastination of a utility company to open 
frankly their books or to coéperate with the expert making the inves- 
tigation delays a satisfactory settlement which results in unneces- 
ees sarily high expense for all concerned. 

* In the second place, the union labor scale of wages, which is 
_ materially higher in some of our cities than in others of the same size, 
will naturally increase the telephone, gas, lighting or other munici- 
pal rates in these cities. 
* The two principal factors discouraging municipal ownership of 
public utilities in our cities today are bad politics and the relatively 
high union scales paid municipal labor to that of the low scales 
paid utility corporation labor for the same class of work. When 
we eliminate the results of bad politics by non-partisanship elections 
and establish and regulate a fair iio scale of wages in all oa 
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basis of utility service as the corporations with the advantages of 

_ Jow interest charges on the investment. Until such time that this 

js accomplished municipal ownership will seldom be economical or 
_ practical for the public taxpayer. 

The object of this paper is to place before this conference facts 

Fane mgs. the principal f: actors entering into municipal street 


in order to solve its street lighting problems on an efficient and eco- 
nomical basis; and third, what steps are necessary to utilize all good 
rate-regulation work and improvements which have been accom- 
plished in various cities. 


STREET LIGHTING COST FACTORS 


The principal economical factors to ane considered in establishing 


every city are: 


(A) Resources of lighting elements. 
(a) Can electricity be generated or purchased cheaply due 


. (b) Is natural or artificial gas relatively cheaper for lighting 
_ purposes due to location near gas or coal fields? wh iam 
Franchises: 
L. (B) Does the gas company franchise give more to the city than 
_ the electric company franchise, such as requiring the extending of 
gas services free of cost to the city for public street lighting and 
by not specifically allowing the city to use free of cost the electric 
company conduits and poles for municipal street lighting? “geunds. 
Local Physical Conditions: 7 
(C) The physical installation conditions of a city should mate- 
rially enter into the economical solution of kind of lighting problem. 
The relative fixed charges on gas service installation in rock formation 
would ordinarily be less economical than those upon an overhead arc 
or incandescent electric lighting installation in the same district. 
Low candle power incandescent gas or electric units are generally 
considered 2 more practical kind of lighting in a heavily wooded 
residence district than a flaming arc lamp installation, while the 
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By? flaming arc, magnetite, or the high candle power nitrogen tungsten 
- . lamp is the only kinds to be considered for large open business 
street areas. 

Scale of Wages: 

(D) If the union electrical workers’ scale of wages is high in a 
city it is most likely that more economical lighting can be obtained 
by contracting the maintenance and operation of electric or gas 
lamps where the contractor would employ non-union men. 
+ 

The citizens of one city may demand and their municipal author- 
ities agree to supply a high degree of illumination on congested 
thoroughfares or a more uniform distribution of lighting units, includ- 
ing the lighting of all alleys, — pene r city which is satisfied 


proportionately more for their than lighting them. 
The solution of this economic problem of the protection to our citi- 
zens should be gradually brought about by bettering the “Quality 
of Lighting” in each city, thereby aiding the present police force 
rather than by appropriating proportionately more for additional 

There is little choice between the various standard makes of 
gas mantles, the gasoline or the tungsten electric lamps, as they have 
been standardized by the manufacturers and in general give equal 
efficiencies. It is quite different with arc lamps. During recent 
years the magnetite and flaming carbon are lamps have replaced 
many old inefficient open and enclosed are lamps in the different 
cities. Today the large gas-filled tungsten lamps are strong com- 
petitors of the modern arcs. 

The choice of the type of lamp for each city should be made on 
the lamp’s merits after a thorough study and test of all the different 
kinds of lamps, suitable for the local conditions, have been completed, 
including proper height and spacing of lamps. The following char- 
acteristics should be considered in fixing the relative merits of the 
are lamp: Total light flux, light distribution, light constancy (flicker, 

etc.), light efficiency, mechanical efficiency, regulation, power factor, 
accessibility, — materials, reliability in service and carbon 
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The relative merits can be fixed more exactly by assigning a 
+ value to the above qualities which would represent the quantitative 
nt as relation of each particular quality to the sum of all qualities. 


re The economical quantity of gas, gasoline, tungsten or are lamps 


Ser which is to be distributed in any residence or business area of a 
__ ¢ity should depend largely upon the relation of the total amount 
a appropriated for the installation to that of the uniform quality of 
the lighting throughout the city. 

Philadelphia’s 1913 annual lighting cost of $2,390,069 (when 
figured on the same basis as most cities), allows proper lighting of 
alleys, while Chicago could not light the alleys out of the 1913 
appropriation of only $1,493,250 for public street lighting. It costs 
Philadelphia $776 a year to light many of its business corners where 
eight lamps at a unit cost of $97 per year are installed, while it costs 
Chicago but $156 for the lighting of its best lighted corners, that is, 
_ two flaming ares at $78 per are on underground construction, whicb 
includes maintenance, operation and fixed charges. 

A system of rules for the economic distribution of the various 
kinds of lights in a city should be established and adhered to closely. 
These standardizing rules would be based upon a proper engineering 
layout and estimate to cever the entire city, taking into considera- 
tion the relation of the following factors: Kind, quality, type and 
quantity of lights to the available appropriations for the rental or 
installation and annual maintenance costs. 

What has Chicago done to solve economically her street lighting 
problem? Chicago, with a population of 2,368,672, area of 194 
square miles, and with 4,525 miles of streets and alleys, paid $325 
per mile of street and alley for lighting during the year 1913. 


1913 Annual Lighting Cost Statistics 


Miles of Total Expenditure} Annual Cons Per 
Streets and | for Public Mile of 
Alleys | Street Lighting | Streets and Alleys 


| 4525 | $1,473,127.00 $325.00 


| 3247 | 3,346,306.00 1030.00 
Philadelphia.............. (1770 2,390,069 .00T 1350.00 
568 768,779 .00 1353 .00 


* 1912 figures. 
+ Cost when figured on the basis of most cities. 
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aS: There were 40,136 street lamps in service in Chicago on January 
bey ie 1 of this year, 38,240 being the average throughout the year, as is 


shown below: 
ee For the year 1913 


:15930—450-watt, municipal ares............. @ $56.13 $894,150.90 


1772— 80-watt, series tungstens............ @ 22.62 40,082.64 

12769—municipal 50 c.p. gas lamps.......... @ 20.64 263,552.16 
wit 7 907—rented, 450-watt, arcs................. @ 75.00 68,025 .00 
6580—rented, 60 c.p. gasoline.. @ 31.25 205,625 .00 
282—rented, 20 c.p. tungsten subway lights @ 6.00 1,692.00 
38240 


Take the largest item of 15,930 450-watt, municipal ares at an 
average of $56.13 as an example of what has been accomplished in 


“i Chicago by purchasing electrical energy from the Sanitary District 


of Chicago (a municipal corporation) and operating a municipally 
owned distribution lighting system. 

The total cost of $56.13 per are per year consists of $31.32 
cash costs and $24.81 fixed charges, which includes interest, depre- 
ciation, taxes and rent. 

The cash costs of $31.32 per are lamp per year are made up as 


Per cent 
of total 
Sanitary District power including the operation of sub-sta- 
Maintenance and repairs of circuits and are lamps (includ- 
ing trimming and patrolling $7.85), labor................. 13.25 42.2 
Maintenance and repairs of circuits and are lamps (includ- 


ing carbons $3.91 and globes $.42), materials.............. 6.68 21.2 


It is very evident from the above items that the electrical 
energy which amounts to 36.6 per cent of the total cash cost is being 
supplied at a relatively low rate while the operating labor, 42.2 
per cent of the total, is relatively high to that of most cities. 

The electrical energy is contraeted for at $15 per horsepower 
per year delivered to the sub-stations, which, under our operating 
conditions, means approximately one-half cent per kilowatt hour. 

A high union scale of wages is paid all municipal electrical 
workers in Chicago, including linemen at $5 per day, are lamp 
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trimmers $100 per month and line repairers at $155 per month. A 
study of these factors which make up the cash costs leads one to 

believe that there should be no reason for cities contracting with 

electrical utility companies for 450-watt are lamps at $90 to $100 

per year, unless the fixed charges on the installation more than 

double that in Chicago, as most public utility employes are not 
paid as high a scale of wages. 

Chicago’s investment per are light on the underground distri- 
bution system amounts to approximately $510.80, which is the present 
estimated cost of installing flame arc lamps in downtown streets, 
laying 4 duct tile, with laterals for 23 lamps to the mile of street. 
It includes also, besides the underground construction, repaving, 
sub-station, post, lamp, complete ready to light up. The present 
average investment of the Chicago Municipal Lighting System for 
lamps now operating on underground circuits is $316 per lamp. 
The investment for the overhead lighting are system is approx- 
imately $215.60 per arc, making an average investment of $256 per 
are throughout the system. 

I know of no electric utility corporation paying as high a scale 
of wages as the city of Chicago for operating and maintaining its 
lighting system, and still there are no cities in the country operating 
under similar local conditions that contract for anywhere near as 
low rates, but generally 40 to 50 per cent higher. 

The city of Chicago makes yearly contracts with the Common- 
wealth Edison Company for 450-watt flaming are lamps at $75 per 

year for the outlying districts where the lamps are sparsely installed 
- (averaging 500 feet apart) which results in greater investment and 

higher annual maintenance costs than if spaced an average of 250 
feat apart, as are the municipal arcs. 

Ten thousand and forty-four of the 17,493 municipal arcs were 
of the 10 ampere, flaming arc type, 1,261 9.6 ampere, open ares and 
the balance of 6,188 being 7 ampere, enclosed carbon arc lamps. 
The 1,261 open ares have lately been replaced by 300-watt nitrogen 


Nitrogen Tungsten vs. Flaming Ares 


About six months ago, after a thorough investigation, we decided 
to discontinue installing 450-watt flaming arc lamps and to install 
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in their stead 20 ampere, 300-watt nitrogen tungsten lamps. The 
favorable results obtained so far from the 1,800 which were installed 
two months ago lead me to believe that this 300-watt, 600-candle 
power, nitrogen tungsten lamp, which gives an equivalent illumina- 
tion to that of the 450-watt flaming are after the flamer has been 
in service a short time, is the most economical high power open 
street illuminant on the market today. When the slagging of the 
carbons and the etching of the inner globe of the flaming are are 
eliminated the are should be a strong competitor of the nitrogen 
lamp. 

The nitrogen lamps which are purchased under a guarantee of 
1,000 hours’ life make a more flexible operating system, give a more 
uniform light and cost less to install and maintain under our Chicago 
local conditions. It is planned to replace within the next two years 
the 6,188 7 ampere 450-watt enclosed lamps (giving only about 
250 candlepower) with the 300-watt, 600-candlepower nitrogen tung- 
sten lamps, and to extend the system with 5,000 additional lights of 
this type. 

The largest saving in operating the nitrogen lamp under our 
local labor conditions lies in the trimming and patrolling item. 

This saving is brought about by allowing 700 to 800 nitrogen 
lamps to be kept in repair, cleaned and patrolled by a patrolman who 
is allowed, besides his salary of $100 per month, $3.75 per day for 
the expense of an automobile supplied by himself to aid in his work, 
instead of a trimmer at $100 per month, trimming 330 ares, and a 
patrolman at the same wage patrolling 500 arcs, which averages 
approximately 200 ares per man for trimming and patrolling, making 
the relative saving 45 per cent for this item. 

Although the cost for four nitrogen tungsten renewals per year 
(which the manufacturer guarantees not to exceed) is nearly three 
times the annual cost for flame are carbons, the relative saving in 
such items as the cost of power and fixed charges in the nitrogen 
installation more than offsets this high cost for lamp renewals. It 
is very probable that the life of these 20 ampere, 300-watt nitrogen 
lamps will, within a short time, materially exceed the present guar- 
anteed 1,000 hour life, which would result in a still greater saving 
over that of the flaming arc. 
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Nearly 100 miles of our best residence streets, which were for- 
merly lighted with 50-candlepower gas lamps, have been relighted 
during the last two years with an underground, 4 ampere, 80-candle- 
power series lamp system, at a reduced annual expense per unit. 

A large saving was made in this installation by staggering the 
old gas lamp posts 150 feet apart on each side of the street and 
wiring them. 

‘eg Street Subway Lighting 


| ~ Over 400 street subways running under railway tracks have been 
lighted by the electrical department during the last 18 months, at 
an installation cost averaging $10 per 20-candlepower tungsten lamp. 
| The standard spacing of these lamps averages one per 400 square 
feet over the roadway, and one per 200 square feet over the sidewalk 
area, which makes a well lighted subway. 
The Commonwealth Edison Company supplies the energy, re- 
news and maintains these lights under a 5-year contract ordinance 
and allows credit for all outage of the lamps, at $6 per lamp per year. 


Contract Lighting Rates 


The 5-year contract ordinance which was passed by the City 
Council November 26, 1913, after a thorough investigation made 
by the city authorities of the Commonwealth Edison Company’s 
books, gives a relatively lower schedule of rates for various kinds of 
electric service than any of the larger cities obtain by contract, except 
those being supplied by current generated by water power. The table 
below gives the relative retail electric lighting rates of electric com- 
panies in the largest cities, based upon 23 hours’ use per day of the | 
maximum demand, which is the average for Chicago conditions: e: te 
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Retail Electric Lighting Rates—Cents per Kilowatt Hours 


| | Chi | Philadelphia | Boston ys Baltimore 
10.0; 6.6, 10.0 | 7.0" 10.0 | 7.2 7.3° 
Min. monthly] 
Sie geectus None | None $1—except | $.50 $9 per year None $12 per year 


July and | 
August | 
San | | 
| Pit | De | | | 
bureh | troit uffalo ran- | ilwaukee 
| | 
Rate......... (10.0) 6. 7 5.8* | 6.9 
Min. monthly, 
| $.50 $.50 | $12per year $.75 $.50 


furnished by water power. 
In all of the above cities carbon incandescent lamps are ies _— 


except Buffalo and San Francisco. 
(The above is based on 1 kilowatt load used 2} hours per day.) ~~. 


. The two principal causes for these low rates in Chicago are 

the efficient generating units installed in the large central stations 
and the high load factor on the stations and system. The load factor 
has been materially increased by the sale of the power to the street 
surface and elevated railway lines. 

During the year 1913, 929,000,000 kilowatt hours were generated 
by the Edison Company. The total annual expense of the company 
for the year was $10,858,343.26, consisting of $7,957,299.99 cash 
costs, $1,547,127.44 depreciation and $1,353,915.83 taxes and munici- 
pal compensation. This shows a total cost of approximately $1.17 
per kilowatt hour generated and distributed into the lines during 


Gas and Gasoline Lighting 


While many gas lamps are being replaced in Chicago by electric 
lamps each year, many gas lamps are replacing the uneconomical 
gasoline lamps in the outlying territory where the gas mains have 
been extended. The only expense to the city involved in extending 
- gas services and erecting the gas posts is that for paving over the 
ae services. As this amounts to an average of less than $5 per lamp, 
a large saving is made by replacing the gasoline lamps with gas 
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Gasoline lamps were contracted for this year at $30.24 per lamp 
per year, while the annual cost for the gas lamps is $20.85, consisting 
of $9.09 for gas at $0.80 per 1,000 cubic feet and $11.76 forthe main- ~~ 
tenance and repairs. 

It will be noted from these figures that 43 per cent of the gas 
lighting cost is for gas alone, so that a 25 per cent reduction in our 
gas rate from 80 to 60 cents per 1,000 cubic feet would give about 
11 per cent reduction on the total gas light cost, whereas, a 25 per 
cent reduction in the electrical current rate for are lamps would 
mean less than 5 per cent reduction on the total are lamp rate per 
year, as the electric energy cost is less than 19 per cent of the total 
cost. 

What steps are necessary to properly utilize all good rate 
regulation work and improvements which have been accomplished in 
various cities? 

It is my belief that the first and most important step to be taken 
is that of close codperation between the various cities, in conjunction 
with concerted action for fair and reasonable utility rates, as is 
arranged for by this mayors’ conference. 

If Cleveland has the most economical water system, Phila- 
delphia the gas lighting system and Chicago the are lighting system, 
let us all know the reasons why this is the case, so that the methods 
used in obtaining good results along these various lines can be tried 
out and applied in all our cities. 

A study of the local utility problems by the municipal author- 
ities of one city in coéperation with those of other cities will prove, 
among other things, that water rates in many cities could be mate- 
rially reduced by the installation of meters which would reduce the 
present misuse and loss of water; that underground metallic work, 
_ including pipes and cable sheath, which is being damaged by elec- 
trolysis today can be kept clear from damage if proper protective 
ordinances are passed and enforced; that more uniform and lower 
telephone, gas and electric light rates could be made in various cities 
if proper investigations were made of the public utility properties, 
and that statistics and information upon the methods used in solving 
such problems as sewage, undergrounding of wires, the continual 
tearing up of streets and the congestion of traffic in one city should 
aid all other cities in solvi ing auntie problems. 
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I further believe that the second step should be along lines of 
organizing national committees, which will work under the direction 
of the trustees of the National Utilities Bureau as organized, the ob- 
ject of these committees being to carry out the purpose of the bureau 
given in in the program for this conference of American Mayors: 


PURPOSE OF THE BUREAU 

1. To serve as a national agency through which American cities may co- 
operate in exchanging data as to rates, service standards and cost factors in 
municipal utilities. 

2. To advise cities as to the best plans and methods for their utility cam- 
paigns. 

3. To publish and disseminate information pertaining to service stand- 
ards, rates, franchises, public contracts, and any and all other matters of 
interest and value to the public, regarding the operation, construction, main- 
tenance and regulation of public utilities. 

4. To assist, upon request, in the proper and adequate presentation of the 
interests of the city and the public in hearings on utility matters before public 
service commnbeiots or other regulative or judicial bodies. 
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By Louis D. BRANDEIS, 
¥ Boston, Massachusetts. = 

Cuarrman, Lapres GENTLEMEN: Mr. Wilcox, in his 
interesting paper, has laid down certain fundamental planks, which 
should govern the adjustment of relations between the community 
and privately owned public service corporations. But as Mr. Taylor 
has indicated those fundamental planks should rest upon justice. 
And justice can only be attained by a careful regard for funda- 
mental facts; since justice is but truth in action. What those funda- 
mental facts are has been suggested in the very informing paper 
which Mr. Palmer has just read. They are primarily: (1) the facts 
relating to the cost of the plant, and (2) the facts relating to the cost 
of operation. We must have, in order to ascertain those facts, 
knowledge that is not only accurate, but comprehensive. The in- 
stances which he gave, notably the data in regard to nitrogen lamps, 
show that facts, in order to be useful, must also be up-to-date. 
As Matthew Arnold said: “Erroneous decisions are more often due 

to lack of recent information than to errors in reasoning.” 

Mr. Palmer has also pointed out most clearly how such com- 
prehensive information is to be obtained. It can be done only 
through a properly equippe’? bureau; and that bureau must work 
in codéperation with all tose interested. Such codperation has, in 
the past, existed and very properly between the public utilities 
companies. These have long had their associations, and the asso- 
ciations have no doubt aided greatly in promoting the efficiency 
and prosperity of the separate organizations. But the communities 
served have hitherto had no means of codperation. The Utilities 
Bureau recently inaugurated by mayors of great cities will furnish the 
instrument through which coéperation of municipalities may become 
effective. It points the way to efficiency and to justice and must 
prove of great benefit to all American cities. 

But in addition to providing means for ascertaining facts and 
for disseminating the knowledge gained, it is necessary to establish 
conditions under which the machinery of the Utilities Bureau can 


INTERLOCKING DIRECTORATES 
- 
4 — 


se 
operate efficiently. We must in other words have conditions con- 
sistent with the ascertainment and appreciation of the truth. 

In connection with these public utility problems, tltere is much 
talk about stock watering. To my mind the real objection to stock 
watering is not that those who enter upon these enterprises get too 
large a return. Mr. Guernsey is entirely right in saying that those 
who put their money into public utility projects should receive as 
large a return as in other business enterprises involving a like risk. 
For capital, risk and ability applied to public service corporations 
must be paid for at market rates. The public interest demands 
that the rewards should be adequate; otherwise the requisite capital; 
zeal and ability cannot be secured. My objection, therefore, to 
stock watering is not that men have thereby obtained in many 
instances a very large return, but that stock watering tends to obscure 
the truth. It hides the actual facts as to the amount invested. No 
doubt promoters of enterprises have often resorted to stock watering 
for the purpose of misleading the general and the investing public; 
but in a very large number, perhaps in most cases, the motive has 
been mistrust of the public. That is, the stock watering device 
was resorted to because promoters believed that the public would 
not, if the actual facts were known, allow a just return; because 
(if the enterprise proved successful) they would ignore the risks 
which had been taken. Of course the risk incurred is a most impor- 
tant element in determining what the return upon an investment 
should be. With the establishment of the Utilities Bureau which 
can authoritatively supply the facts to the public, much of the 
incentive for stock watering would be removed. 

There is another corporate practice which also tends to obscure 
_ the truth: interlocking directorates. They are an obstacle to knowl- 
edge of fundamental facts, because the existence of the interlocking 
robs an enterprise of those conditions which under the general laws 
_ of business ordinarily lead to the ascertainment of true values. 
Ordinarily in business the value of a thing or service is determined 
through the agreement reached by an intelligent seller and an intelli- 
- gent purchaser—each looking out for his own interest to the best 
of his ability. Where interlocking directorates or other conflicting 
interests exist, this protection is lost. 

The first step in any enterprise, after it is planned, is the getting 
of money. Under interlocking directorate practice, the same man 
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' check up the manager’s judgment and performance. Only in this 
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acting as banker sells to himself acting as the public utilities cor- 
poration the money with which that corporation is to be established. 
Then that same man, acting as public utilities corporation, buys 
from himself, acting as electrical manufacturer, the apparatus which 
is to be used. Then the same man, having thus bought the appar- 
atus as public service corporation, contracts with himself acting as 
construction company for the building of the plant. Then the same 
man, having completed the construction of his plant, and being 
ready as public service corporation for business, contracts with him- 
self as supply house, for the supplies. And finally this same man, 
having gotten ready for business as public service corporation, enters 
into a special contract for power with himself as manufacturer. 
Now, it is obvious that if the fundamental basis of business is cor- 
rect, there should be in every trade two sides; men should deal with 
each other at arm’s length; and what are the best prices, what are 
the best results should be determined by the exercise of two inde- 
pendent minds representing the conflicting-interests. The old law 
that “No man can serve two masters’ properly is as applicable 
today as it was twenty centuries ago. 

There is another reason why interlocking directorates must be 
abolished: namely, the demands of efficiency. Obviously the only 
justification for the director’s existence is that he should direct; 
which means that he should be an absolutely fair and intelligent 
adviser and critic of the enterprise. Thejmen who are in charge 
of an enterprise as executive officers are supposed to manage, and 
to possess the required energy and determination to go forward. 
But in a well equipped organization there should be men who will 


way can continued prosperity be assured. 
For the proper exercise of the functions of director, it is 
essential that he be disinterested; that is, be free from any con- 
flicting interest. But it is also essential that he have knowledge. 
Facts, facts, facts, are the only basis on which he can properly 
exercise his judgment. It is as necessary that he know intimately 
the facts concerning the business, as that he have only one interest 
to subserve. Now, no man can have such detailed knowledge of the 
facts of many enterprises. This is due to the limitations of time 
and place and to those other limits set by nature upon human intelli- 
gence. How can one man know in respect to many large corpor- 
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ations the facts which a director needs to know in order to insure 
efficient management? Though improper motives contributed to 
the New Haven tragedy, the main cause of the stockholders’ mis- 
fortune appears to have been the directors’ ignorance; and this 
ignorance was no doubt largely due to the fact that the same men 
who were its directors held like offices in a multitude of other 
corporations. 

If there were no other reasons against the practice of interlock- 
ing directorates the demands of efficiency alone would call for its 
abolition. But there are other reasons; and there is one other reason 
which has broad application here. It is this: We must have not 
only a knowledge of facts, as a basis for doing justice; but we must 
have conditions under which truth may properly function. We must 
seek to isolate truth so as to free it from the operation of those forces 
which would cause a deviation from the true path. Such forces 
operate sometimes through compulsion, sometimes through influ- 
ence. We cannot expect to have justice done unless we have a mind 
that is free to act on such facts as may be presented. We must, 
therefore, to secure just dealings with public service corporations, 
see to it that there does not arise in the-community affected con- 
ditions by which those representing the public are consciously or 
unconsciously warped in their judgment. 

To my mind the gravest objection to the practice of interlock- 
ing directorates is that it has created financial power so great that 
even the best men have found themselves unduly influenced. Such 
undoubtedly was true in respect to many of the New Haven’s oper- 
ations. There through the interlocking of banks, bankers, insurance 
and trust companies, railroads, steamship lines, public service cor- 
porations, equipment and other manufacturing companies, a power 
was created so great that the intelligence, will, and character of 
individuals were powerless to resist it. 

What shall we do to meet this situation? Congress, in the 
Clayton Act, recently passed, has indicated one of the things that 
should be done. It has declared that the practice of railroads, in 
purchasing, whether it be money or supplies, or construction, or 
any other of the elements entering into the building and operation 
of its properties, from concerns in which its own officers or directors 
or are shall cease ; and the law makes 
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they are trifling in the aggregate, or where the transaction is effected 
upon competitive bids and under a condition prescribed by the 
Interstate Commerce Commission, under rules which would make 
public all facts. The provisions in regard to this competition are 
such that there is little likelihood that its privileges will be availed 
of. 

One measure to be recommended for ending interlocking direc- 
torates in public utility enterprises, is state legislation of similar __ 
character. Another is to develop and utilize the Utilities Bureau. 
But the great influence which results from this interlocking of 
relations of the financiers can be fully met only through the wide- 
spread coéperation of our municipalities. Let us meet financial 
combinations by municipal codéperation. When that is done, and 
not until then, shall we have the conditions under which justice can 
be done to capital and to the community alike. 
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Hon. P. 8. ciel Mayor of Huntingdon, West Virginia: 

We were one of the people that first adopted the commission 
form of government. But I must tell you before I go into the sub- 
ject who we are and what we have. We have a little city of only 
about 50,000. That city we have built up in less years than I am 
old. In forty-two years we have built up at Huntingdon, West 
Virginia, a little city of 50,000 people; we have 65 miles of paved 
streets; we have a splendid sewage system; we have a city building 
and grounds worth $400,000; we have splendid public streets and 
general utilities of all kinds that we must have as a municipal cor- 
poration, but we are not interested in any of the regular public 
utilities arrangements. 

The reason we are not, I can frankly say to you, is that we have 
been too busy building up a great city to look after the things that 
all of the people must have established, rather than a portion of 
the people. 

We do not own our water works; we do not own our street 
railways; we do not own our lighting plants; and we own no public 
service arrangements. They are all owned by private individuals 
or private corporations. 

We have four commissioners. One is the commissioner of police 
and fire; one is the commissioner of health and charities; one is 
the commissioner of streets and public grounds; the other is the 
commissioner of finance and public utilities. In this case that hap- 
pens to be myself. The advantage of a commission like this, gov- 
erning a city, that has to do with public utilities matters, is that 
the power is narrowed down; the responsibility is upon four men. 
These four commissioners make the laws, they execute the laws; 
they appoint every other officer in the city: they are the only people 
elected. The responsibility is narrowed down until they have to 
be good, no matter whether they want to be or not, because you 
can put your finger upon the number in a very few moments if 
anything goes wrong. 

I said that we had a commissioner of finance and public utilities, 
and we get closer t to our public utilities Papen than the ordi- 


OPEN DISCUSSION 
A 
| 
d 
¥ 
a 
wd 
ra, 
| 


nary city that is | governed by a council, a large body ten because 
we do not send a man down to see the public utilities management, 
somebody that has been appointed by somebody or elected by the 
people; we send down the commissioner of public utilities elected 
himself by the people, who is the government really; he is a part 
of the government that is narrowed down to such a small compass 
that it is really the government dealing the public service corpor- 
ations. That commissioner of public utilities walks in the front 
door, and asks them for any information, or why the public do not 
have better service in this, that or the other direction. It is the 
government itself, I say. 

We have no powers as a city commission, with the public ser- 
vice corporation, only as I said a while ago, as the representatives 
of the community, for we are the representatives of the community. 

We have appointed by our legislature, and provided for by a 
statute law, a public service commission, and we may deal as the 
representatives of a community, with public service organizations, 
through this public service commission, and we are dealing as the 
absolute government every time that we deal. We find that in a 
good many instances where people complain of municipal utilities 
that they are not always wrong. Public service corporations are 
not always corporations that are dangerous to the public interests 
and the public good. We have found in Huntingdon, where we have 
grown so fast a city of 50,000 in forty-two years, that we have gotten 
great service out of the public service corporations in a great many 
instances and we are fairly well satisfied today. 

The time is coming, however, when we are going to own some 
of the public service utilities. We are treading in that direction. 
We do not believe that it is necessary to be too rapid about it. We 
do not care to take over our telephone system; we do not know that 
we will ever take over our street railway system; we do not know 
that we will ever attempt to supply the public with gas, and fuel 
and that sort of thing. We do believe that the community ought 
to own their waterworks when it gets to a point that it can supply 
the people at a more reasonable price, at a price that will take care 
of the expense and finally wipe out the cost of the building. 

We believe, too, that it is absolutely necessary that we should 
probably own our lighting plants, when the proper time comes, 
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supplying that light and water and other necessities that are dis- 
honest and that are wrong, but we find it is better for the community 
that some of these things should be owned by the community. 

I think the advantage obtained through the commission form 
of government is by the fact that we get so close to these corpora- 
tions and because we know what they mean. We tell them what 
they must do, and they do it. We have no representatives of any 
particular quarter of our city in our government; the four men are 
elected by all the people of the city; each one is elected by all the 
people; we have no man elected from this corner to represent that 
corner or the other corner; we are all United States senators, you 
know, we are elected by the whole city, and I believe, my friends, 
that the commission form of government, especially for cities up 
to 100,000 or 200,000 population, is the greatest thing that ever 
struck this country. 


Mr. Anprew J. GALLAGHER, Delegate from San Francisco, Cali- 

fornia: 

I did not intend to address the gathering, rather have I been 
sitting here as a very interested spectator. 

In relation to the subject which we have under consideration, 
namely, the public policies as to municipal utilities, may I be per- 
mitted to say that experience along the lines of regulation of these 
utilities has made me an ardent enthusiast for municipal owner- 
ship, first, last and all the time? 

I have come to the belief that the problem you are discussing 
here is one which the people will take into their own hands ere 
long, because of the apparent inability of corporations either to 
deal honestly by them, or to properly regulate them, and because 
of the increased belief among people that the best interests of a 
community are conserved by people owning and operating their 
utilities. 

There is, after all, one great danger, in municipal ownership, 
and that is the subject of political control and manipulation. I 
take it that the human mind is big enough to easily master that 
problem. As a matter of fact, remove politics as we know it and 
see it operated from the field of utility operation, and the public 
cannot possibly suffer by municipal ownership. The public service 
corporations have had every possible opportunity to make friends 
with the people generally and have failed to do so. In fact now 
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that the public mind is moving toward acquisition, control and 
“ operation of these utilities, there is a frantic endeavor to make 
- friends with the people. But this effort has been made too late, 
by men who should have known better. The public has, I think, 
finally made up its mind that the only solution is public owner- ’ 
ship. With that principle I am in hearty accord. I am one of a 
those pledged in my own city to bring it about as speedily as 
possible. 
I thank you very much for your attention and for the honor 
conferred upon me in permitting me to address you. I convey to 
you the well-wishes of the Mayor and the people of San Francisco. 


During the Friday morning session, Mayor Blankenburg proposed 
the following telegram to be sent to the governors of the states, 
assembled in their annual convention at Madison, Wisconsin. The 
telegram was unanimously adopted and ordered sent: £ 


hs November 13, 1914. | 


The mayors of American cities, in convention assembled in Phila- 


delphia for the discussion of public policies as to the municipal utilities, 
send greetings to the governors of the states, assembled in their annual con- 
vention for deliberation, among other matters, on the conservation of natural 
and human resources. The citizens of the United States are to be con- 
gratulated upon the fact that at this time of World-War, American city and 
state executives can peacefully gather for deliberation upon such subjects as 
conservation of our resources, the protection of our citizens, and proper pub- 
lic policies regarding municipal utilities, affecting as they do the stability of 
over ten billion dollars of capital and the personal daily welfare and effici- 
ency of over sixty million urban and suburban residents. May public poli- 
cies on all these questions be ever such as will at once conserve moneys 
actually invested, further industrial development, reserve to cities adequate 
powers, and protect the best interests of the rank and file of American citizens. 
BLANKENBURG, Presiding. 


CoNFERENCE OF GOVERNORS, 
Madison, Wisconsin. 


During the next day the following telegram was received: ifs 


Milwaukee, Wis., November 14, 1914. 
CoNnvVENTION or Mayors, 
Care of Mayor Blankenburg, Philadelphia, Pa. 
Your telegram received with much appreciation. The governors 
assembled send greetings and wish you a most successful meeting. = = 
Francis E. McGovern, 
Governor of Wisconsin, 
Chairman, Executive Committee. 
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a THE REGULATION OF PUBLIC UTILITIES 


oe “ts How shall we control our public utilities? This is the ques- 
tion American municipalities must ask themselves, the question 
they must answer. 

In the old days the utilities controlled the municipalities. How, 
was not a difficult problem. The method can easily be traced in 
an investigation of the expense account. In recent years there has 
been an awakening on the part of the public; this has had the 
tendency to relegate the utilities to their proper position of servants 
instead of masters of the people. 

A new view of the relationship of the utilities to the commun- 
ities in which they do business is in vogue on the part of the public. 
And by the same token a new method of meeting the changed con- 
ditions is in vogue on the part of the utilities. 

The utilities are with us. They form an integral part of the 
mechanism of modern community life. How shall they be so con- 
trolled and regulated that the new methods they employ to gain 
the old ends may be met and checkmated? 

I shall not attempt a scientific answer. Nor shall I discuss the 
question except in the light of my personal experience and as I know 
conditions in my own city. No word that I may speak is intended 
to apply to any community other than my own. I propose to leave 
scientific discussion to the experts, to attempt individually acate- 
gorical answer based upon the every-day phases of the problem 
with which I have been brought almost daily in contact. It might 
be well to remember, however, that Chicago’s problem and difficulties 
differ but little from the problems and difficulties that harass other 
cities. 

To some my statements may seem harsh and intemperate, far 
fetched and flimsy, unjust and radical! My apology must be that 


* Remarks as Presiding Officer, Session of Friday Afternoon, Novem- 
ber thirteenth. 
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for well nigh twelve years, during which the old order has passed 
away and the new order has made itself felt, I have been part trainer 
of a large and lusty public utility menagerie. 

The experts have figured the whole thing out by the rule of 
three. Regulation is the thing. State regulation is the panacea 
offered by the one group, home rule or local regulation the cure-all 
insisted upon by another group. The expert, however, fails to take 
into consideration the human equation. And there is a human 
equation to be considered in this as well as in all phases of human 
life. 

Utility corporations are not organized as eleemosynary insti- 
tutions. Corporations are artificial entities, but their component 
parts are individuals. A corporation possesses just a little bit more 
human nature than in the aggregate is in the make-up of all the 
individuals that compose it. The officers and directors of a cor- 
poration reflect the human nature of the stockholders; they are 
guided by the same lights, swayed by the same motives, only more 
so. They hold place for one purpose, to show tangible results. 
Tangible results are needed to satisfy the cravings, to sate the 
appetite of the individuals they represent. 

Profit is the aim of the utility corporation. The length to which 
public utilities are willing to go for the sake of profits was seen in 
the days when they were masters and the people were slaves. In 
the mad chase they over-reached themselves. Even an Ameri- 
can public with all its indifference, with all its monumental patience, 
with all its proverbial long suffering finally rose in its might and 
asserted itself as master. 

While the utilities have tempered their methods to the new 
public attitude, profits are as eagerly sought as ever. High finance 
may not be quite as arrogant, as self assertive, as ruthless as in 
the days when captains of industry were in their flower, but it 
would be a bold man to assert that devious methods have been 
abandoned, that altruistic methods have been permanently substi- 
tuted in their stead. 

It is in the human equation that the public danger lies. In 
the hey-day of high finance, officials elected by the people forgot to 
whom their allegiance was due. They took their orders from the 
utilities—for a consideration. If the consideration was great enough 
the heavenly void alone bounded the limit to which they were pre- 
pared to go. 
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Within sixteen years I have heard an alderman on our council 
floor exclaimi to a confrere ‘Why! You’d take a hot stove!” and 
the accused did not deny the soft impeachment. When the ques- 
tion of raising an alderman’s pay from $3 a meeting to $1,500 a 
year was under discussion, an alderman arguing for the higher pay 
from the floor of the council asked plaintively: “‘How can an alder- 
man stay honest on $3 a week?” and the question remained un- 
answered. Philadelphia was considerate enough at one time to loan 
to Chicago, Charles T. Yerkes, until we made him pack his baggage 
and move to London. I have seen him seated in the great corridor 
outside the doors of the House of Representatives of the state of 
Illinois sending for his lieutenants, leaders of both parties among 
the legislators, giving his orders, outlining his strategy like the 
veriest war lord on the field of battle. I have heard state legislators 
in public places recount as the joke of all jokes how a country repre- 
sentative accepted $300 for his vote when $3,000 was his allotted 
portion. 

These were the days of rough stuff and raw work, yet these days 
are removed from the present by the brief space of sixteen years 
only. Are we to believe that the muckrake in its purifying process 
has gone below the surface until all the weeds have been uprooted, 
are we to believe that all the seed are destroyed? Or are we to 
recognize rather that there has been a change in strategy, that the 
public must be prepared to defend itself along a new line of attack? 

When high finance was king franchises were bartered away 
without a saving clause. Improvements, betterments, service, lower 
rates were left to the tender mercies of the utility concerns. The 
abuses led to a demand for control, for regulatieg, In the case of 
Chicago the first remedy sought was increased power over utilities. 
The legislature was asked to give to municipalities plenary powers 
to deal with their local utilities. The utilities began to worry. They 
cried out against unjust regulation tantamount to confiscation. 
Local powers, it was proclaimed, should be curtailed rather than 
enlarged. To give a municipality complete control of its utilities 
would fall little short of establishing anarchy. 

Anarchy, by the way is a lovely word for the utility mouth 
to conjure with. 

The people, however, were wide awake; they refused to be stam- 
peded. The corporation officers read the handwriting on the wall. 
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1 Regulation was imminent, indeed, had arrived. What was the best | 
d regulation for them? Why, state regulation, of course. anaies 
- Here is where the human equation comes in. pd: Nae 
a A state commission is a small body. Control by a single small 
y body from the standpoint of the public service corporations is far 
- preferable to a control centered in each individual community. A 
\- lot can be said for it unquestionably. Scientifically the arguments 
n advanced for it are unanswerable. Opposition would seem inexcus- 
e able, were it not for the human equation which must not be ignored. 
r State commissions are appointed by a governor. A governor 
of is subject to all the human weaknesses. He may be absolutely 
g honest, but a poor judge of human nature. He may be quite incor- 
e ruptible, but subject to political pressure. He may be inexorable 
S to political demands, yet yield to personal influence and persuasion. 
- The men that constitute the commission when appointed are sub- 
d ject to all the frailties to which mankind is heir. A first commis- 


sion may challenge criticism, but every once in so often it must be 
3 reappointed, or new members must be named to take the place of 
rs those whose time has expired, whom death may have removed, 
38 whom untoward chance may have incapacitated for further service. 
d, Of a local commission, appointed by a mayor under the so-called 
0 home rule policy, the same criticism may be made, but let it be 
1€ remembered that the personal responsibility for his appointments 
:? will weigh more heavily upon a mayor, who can be called up with 


Wi a sharp turn by his constituency for failure of his commission to 
er heed a righteous public demand, than upon a governor, who is 
1€ responsible to a larger constituency, all of whom are not personally 
of interested in each decision or finding of a commission. 

S. This argument is most unscientific I am constrained to admit. 
rs The citizens, however, are more interested in good service and cheap 


] rates than they are in the securing of these benefits by methods of 
n. scientific accuracy. Results are what the people are after, not a 
un scientific method of regulation, approved of by the up-to-date 
es expert, which exhausts itself in red tape, and leaves rates high and 
service poor. 

th Again there is the home rule scheme that leaves control and 
regulation absolutely in the hands of each community’s elective 
n- officials. Until eighteen months ago this was the method we em- 
ployed in Chicago, where the gas, telephone, electric lighting, sur- 
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face and elevated traction service are in the hands of private capital. 
Chicago owns its water system, thank God! Its service is magnifi- 
cent, its operation most profitable to the community. 

In the good old days Chicago had no regulation. The cor- 
porations carried their extortions as far as they dared without run- 
ning the risk of being lynched. The public finally worn to exasper- 
ation demanded relief. How the fight was fought, how the victory 
won is too long a story to be recounted here. A good fight was 
fought with the result that must attend any honest, determined 
battle for the people. The people won. 

A vexatious dispute with the surface traction companies, extend- 
_ ing over ten long years, was settled on a basis that gave with a vastly 
- improved service a division of the net receipts between the com- 
panies and the city. 
is: Since 1907 the city’s share has amounted to the comfortable 

total of $13,027,884.82, with one-half of the present year yet to be 
heard from. Gas rates are 80 cents a thousand with a rate of 68 
cents fixed by the city council now being fought in the courts. Elec- 
tric lighting and power rates compare favorably with the rates in 
_ force in most cities and the same may be said of telephone rates. 
In fact Chicago’s method of dealing with the utility question 
- apparently has been too successful to meet with unqualified approval 
in quarters where dividends are more important than good service 
and low rates. When it became evident that some concessions must 
be made to the people, the wise men, who do the thinking for the 
utilities, devised the scheme of state control, a control far removed 
_ from local influences. In the last session of the Illinois legislature 

_ a state commission was created and to it was given the complete 
control of all Chicago’s utilities. The personnel of the commission 

_ that has since been appointed is satisfactory. 
, Now to my way of thinking state control is better than no 
control. Local control is better than state control. It may not 
be scientific to let each community grapple with its own problems, 
but this is the method that finally brings results. The utilities have 
their protection in the courts against too drastic action. All regu- 
lation must be reasonable. The people are entitled, however, to 
the best service at the lowest rates that will make a utility invest- 
ment reasonably profitable. The most valuable commodity the 
utility possesses is the right given it by the public to use the com- 
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munity property in streets and alleys. In the early days when gas, 
telephone, electric and traction service were unknown quantities, 
when the infant utility was taking a chance of possible failure, the 
investor was entitled to extra returns for the hazard. Today these 
utilities are entitled to a fair profit and no more. Returns are as 
certain as interest on government bonds. Extra profits should cause 
extra dividends to be declared, but the extra dividends should be 
in favor of the public in increased service, reduced rates or cash 
compensation. 

But better than either state control or local control is public 
ownership. Many, probably the great majority of communities, 
own their water works which are operated profitably. Operation 
in all likelihood would be conducted on a more scientifically economi- 
cal basis with private ownership, but who would reap the benefit? 
Not the public, except when by a bitter fight improved service and 
low rates could be forced, not the employees whose wages would be 
held down to the lowest notch, whose working conditions would be 
made most onerous, not these but the fortunate few who might 
happen to be the lucky stockholders of the utility. 

A great good would come from public ownership of all utilities 
in the tremendous responsibilities of local government. These re- 
sponsibilities would demand imperatively increased attention to 
civic duty by all classes of citizens. 

The indifference of so large an element in each community life 
to the character of officials and to the service they render is the 
greatest present obstacle in the path of good government. Now- 
adays the controlling policy is that of laisser aller. ‘What is the 
use?” says the prosperous business man on election day, when he 
passes up his voting privilege, seizes his golf clubs and goes to the 
country to avail himself of a holiday. Let a municipality operate 
all its utilities and self interest will induce each citizen to take a 
more active part in the affairs of local government. He will awake 
to the realization that American citizenship is not a mere perquisite, 
that it is a duty, a responsibility, an obligation. 

: The first requisite of public ownership is a rigid civil service, 
which appoints, holds and promotes absolutely on merit. Without it 
public ownership would be a public disaster. With it public owner- 


ship would be made a tremendous blessing to every community. The 


best of service at the lowest paying rate, the highest of wages and 
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> fe the best working conditions would still leave enough in the cash 

materially to reduce the burden of general taxation. 

{ The favorite argument against public ownership is that it would 
be uneconomical. Wherein lies the economy of private ownership 
as the thing works out in every day life? In poor service, high rates 
and low wages. 

Under private ownership, if an extension of a utility is asked 

_ the first and foremost question is, will it pay? Under public owner- 
_ ship the question would be: Will the general benefit, the develop- 
- ment of a new district, the increased value of property be enough 
to offset the temporary excess of cost over income? 
The greatest benefit to a community comes from home life, 
_ the greatest danger from the congestion, the overcrowding, the 
insanitary conditions developed by tenement life. The home, to be 
available for the struggling masses, must be a cottage or a flat in 
_ the outlying districts. To be available for use it must have trans- 
portation, water and light. While a neighborhood is in process of 
development the revenues from these sources would be scant. Pri- 
vate ownership would hold back, would await the slow building up. 
Public ownership would jump in to make a district available for 
residence at once, would stimulate its growth even at a present 
loss. 

The proponent of private ownership rails against the labor 
unions, their constant demands for better hours, better working 
conditions, better pay; the tendency under public ownership, he 
tells us, would be to give heed to these demands. The electric light- 
ing company in my city is operated on the open shop basis; the 
wages it pays are less than what public institutions pay for the 
same class of work. Public ownership we are told would increase 
these wages and make the operation uneconomical. 

I am one of those who believe in a more even distribution of 
this world’s goods than is enjoyed under our present system of 
society. There is no terror for me in the idea that the wages of the 
American working man are slowly but surely going up; that his 
hours of labor and working conditions are steadily improving. 

That would be the ideal country in which there were no multi- 
_ millionaires but many well-to-do, in which every working man of 
industry and sobriety received a wage upon which he could live in 
4 - comfort, educate his children, give his family some of the luxuries 
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“of life, and lay by provision for old age and for the rainy day that 
seems sure to come in every life. Let the public set the good exam- 
ple of paying the laborer and mechanic an honest wage. 

Take away private ownership of public utilities and you will 
have removed one of the principal causes of and incentives to cor- 
ruption, to the seeking of public office for the purposes of corrupt 
gain, to commercialism in politics. Do away with the contract 
system of performing public work and establish the direct labor 
plan. Then you will have gone far towards making public office 
unprofitable for the grafter and the spoilsman. 

Finally establish the principle of non-partisanship in all local 
affairs. Reduce the number of elective officials. Compel each can- 
didate for public place to submit himself upon his merits, divested 
of the name, the support and the backing of a great political party. 
Fight out local fights on local issues. 

These things will aid in making public service, however insig- 
nificant, so honorable that it will be eagerly sought by every man. 
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SOME PRESENT-DAY ISSUES OF PUBLIC UTILITY 
REGULATION 


By Epwarp W. Bemis, 
Member of Advisory Board, Valuation Department, Interstate Commerce 


Commission; Board of Supervising Engineers, Chicago Traction, Chicago, 
and Director of Valuations for the District of Columbia. 


Ten years ago no state save Massachusetts had a commission 
empowered to deal with municipal utilities, although many cities 
were beginning to avail themselves of the power they were just dis- 
covering they had, or which they might obtain through home rule 
charters, to demand reasonable rates and service from the public 
utilities within their borders. 

Our cities were discovering that if, through their city govern- 
ments, they made somewhat extensive investigations of the subject, 
and acting on such evidence, ordered a reduction of rates, certain 
important results were likely to follow; either a company would 
accept the order, in the original or in some modified form, or it 
would take the case into the courts. There the judges, not wishing 
to overthrow a coérdinate branch ‘of the government, held that the 
burden of proof was with the company. The latter must convince 
the court by positive evidence that the city was wrong, and even 
then if some doubt remained, the court might order a trial of the 
new rates for a year or more. If the court decided against the city 
the latter could appeal to the higher courts, just as, if the condi- 
tions were reversed, the company could do. 

Any return equal to 5} per cent or 6 per cent-in the East or 7 
per cent in the West was usually considered by the court a sufficient 
return to establish the legality of the city ordinance. Chicago, 
Indianapolis, Des Moines, and Cedar Rapids, I., were moving in 
this direction and our public utilities were becoming alarmed. 
Realizing that monopoly charges are analogous to taxation, they — 
saw no reason why both should not be equally fixed by government 
and by that government nearest to the business paying the tax or 
imposing the rate of charge. 

Meantime a current toward municipal ownership was setting in. 
Mayor Johnson, of Cleveland, through a a quasi- nenicipal railway 
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terms which have resulted, even under continued private owner- 
ship, in universal three-cent fares throughout the city for the past 
four years. The recent rapid growth of a competing municipal 
plant is now greatly reducing electric light and power charges in 
that progressive city. 

In 1907, the famous investigation of municipal ownership in 
this country and Great Britain by the National Civic Federation 
resulted in conclusions which I had the honor of assisting to pre- 
pare, which read as follows: 


We are also of the opinion that all future grants to private companies 
for the construction and operation of public utilities should be terminable 
after a certain fixed period, and that meanwhile cities should have the right to 
purchase the property for operation, lease or sale, paying its fair value. 

To carry out these recommendations effectively and to protect the rights 
of the people, we recommend that the various states should give to their 
municipalities the authority, upon popular vote under reasonable regulations, 
to build and operate public utilities, or to build and lease the same, or to take 
over works already constructed. In no other way can the people be put upon 
a fair trading basis and obtain from the individual companies such rights as 
they ought to have. We believe that this provision will tend to make it to 
the enlightened self-interest of the public utility companies to furnish ade- 
quate service upon fair terms, and to this extent will tend to render it unneces- 
sary for the public to take over the existing utilities or to acquire new ones. 


This endorsement of the right to have municipal ownership as 
more effective than any form of regulation was not only approved 
by men on the commission who were recognized as taking the public 
point of view, such as Dr. Milo R. Maltbie, of the Public Service 
Commission, First District, New York; Prof. John R. Commons, 
of the University of Wisconsin, and of the United States Industrial 
Commission; Prof. Frank Parsons, of the Boston University Law 
School; and Dr. Albert Shaw, of the Review of Reviews; but by the then 
president of the Big Four Railroad, Melville E. Ingalls; President 
Charles L. Edgar of the Boston Edison; W. J. Clark, of the Gen- 
eral Electric; Prof. Frank J. Goodnow, now president of the Johns 
Hopkins University; Prof. John H. Gray, president of the Amer- 
ican Economic Association; Dr. Talcott Williams, formerly editor 
of the Philadelphia Press; Walter I. Fisher, later Secretary of the 
Interior, and others. Of the entire committee of twenty-one, only 
Walton Clark, vice-president of the United Gas Improvement Com- 
pany, refused to sign this striking statement. A 


with three-cent fares, was forcing a big monopoly of that city to 
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The public utilities felt that something must be done to pre- 
vent cities either from turning to municipal ownership, or from using 
the power of regulation they already possessed or that they might 
obtain from state legislatures. 

New York state, which had given its cities no powers of regu- 
_ lation, and where municipal ownership was scarcely developed at 
all, had at this decisive moment a governor who believed that regu- 
lation was necessary, and who thought that it could be secured by 
a state commission with large powers, and with a high grade of men 
appointed by himself. The commissions which Governor Hughes 
thus started on their career were composed of strong men, and the 
example of New York was quickly taken up, under similar con- 
ditions, by Governor LaFollette of Wisconsin and Governor Wilson 
of New Jersey. 

With public utilities able to quote such illustrious converts as 
have been mentioned, the advice of the National Civic Federation 
commission of 1906-1907, above quoted, and the opportunity of 
cities through home rule to develop local regulation subject to court 
review were ignored, or forgotten. Today we have twenty-six 
states and the District of Columbia where public utilities are 
regulated by commissions. Scarcely a half-dozen northern states east 
of Utah have kept out of the procession, and several states might 
be mentioned in the far West and South, whose utilities are thus 
regulated. Efforts are being made everywhere else, by the utilities, 
to obtain similar legislation. 

The tendency of a few years ago toward home rule in the regu- 
lation of these monopolies has been temporarily checked. Munici- 
pal ownership, also, for a time, seemed to be side-tracked, although 
of late the development of municipal street railways in San Francisco 
and of municipal electric light and power in Winnipeg and Cleve- 
land, to say nothing of gas and electric light in smaller places, and 
the recent defeat of the movement for state commissions in Iowa 
and Minnesota, indicate that state regulation is not found to be 
as popular as was generally expected. 

Meantime the growth of these utilities has been remarkable. 
The sale of artificial gas has more than doubled in the last ten years. 
The sale of electric light and power was over four times as much 
in 1912 as in 1902. The number of passengers carried by street 
railways more than doubled in the same ten years, while the esti- 
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mated number of telephone messages was nearly three times as 
large in 1912 as in 1902. State commission regulation is now with 
us in most states. It can give us publicity and uniformity of ac- 
counts, tests of service, and many other benefits. We accept it 
where in vogue, and in this paper we consider how to meet some of 
the problems involved. 

I. The failure of cities to realize that commissions tend to 
assume the attitude of courts, and to be influenced by the relative 
weight of evidence, rather than to become independent investigating 
bodies. Cities must learn that in order to win their cases before a 
state commission they must prepare their cases even more exten- 
sively than is necessary before courts. The latter, as already indi- 
cated, almost always declare the burden of proof to be on the utility 
that opposes the action of a city government. A state commission, 
whose creation is often avowedly to enable utilities to escape from 
local control, is not inclined to put the burden of proof upon a utility. 
Moreover, in some states a city cannot appeal at all to the courts 
from the decision of a state commission, while companies can always 
appeal from a commission as freely as a city can appeal from a lower 
court to a higher court in states where there is no state commission. 

It is but human nature for a commission to consider the case 
of a city as weak where that city does not devote a quarter as much 
of the intellectual energy and financial resources to the presentation 
of its view as does the utility in the presentation of its side of the 
case. 

Until cities are ready to wake up, we may well note what Mary- 
land is doing in having a special state attorney to represent com- 
plainants in public utility cases. In that state, also, the attorney 
for the people is sometimes able to secure (as in the Consolidated 
Gas and Electric Light Case, of Baltimore) state funds for the em- 
ployment of experts. That, however, could be improved by having 
the special attorney the direct appointee of the governor. But 
nothing can well remove the great desirability of direct city par- 
ticipation in a large way in the bringing of cases concerning the 
locality before the state commission. The evidence of strong local 
support of a case brought before a commission by a city cannot fail 
to have weight. 

II. The personnel of these commissions is of the greatest impor- 
tance. The problems presently to be considered require not only 
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Pers wis training and breadth of view, but also a high regard for the 
‘eg Pac ie side of these great questions, and for the public standpoint. 
A great commissioner, like some of those who have sat on our best 
commissions, must possess keen powers of analysis and courage in 
support of the common weal. 

If this commission regulation continues, we must select our 
governors with as much reference to the likelihood of their appoint- 
ing the right class of public utility commissioners as with reference 
to all other appointments, or to their general executive policies. 
_ The way some of our most famous commissions, starting with splen- 
did material, have steadily degenerated through a succession of 
appointments pleasing to the politicians or corporations is a signifi- 
- cant comment of the oft-quoted argument that commission regula- 
_ tion means the removal of public utilities from politics. 
af III. The methods of determining the amount of property on 

which a reasonable return should be earned cannot be too carefully 
studied by all lovers of fair play. Deprived by our courts of the 
right to earn on franchise values, our utilities are now everywhere 
making stupendous efforts to establish before all regulating bodies 
that the cost of replacement today of the existing property should 
be the only matter considered, to the entire exclusion of the actual 
investment or cost of the property. Does the utility occupy, for 
example, a considerable amount of land which becomes more valu- 
able for sale from year to year although not for public utility pur- 
poses? Then the utility demands the right to raise the price of its 
product or service to keep pace with the increasing value of its land. 
Has the utility laid mains and conduits in advance of city paving? 
It now demands the right to increase its charges above what they 
would otherwise need to be, in order to earn on the cost of cutting 
through the paving, if an imaginary new plant were now to seek to 
duplicate these mains and conduits in their present location. Has 
the price of labor and materials risen? Then up must go the charge 
for the commodity, even though the buildings and plant were built 
before the rise in prices. Has the utility a large and profitable 
business which it obtained through the growth of the community 
and through canvassing and advertising, properly charged at the 
time to operating expenses and paid for by the consumers or sub- 
scribers? The utility now demands the right to earn, not on the 


actual cost properly chargeable to capital thet was decured to develop 
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this income, but on the cost of duplicating it today, in a so-called 
hypothetical or comparative plant. 

The number of unearned increments which can thus be claimed 
and, alas!—often secured, by a municipal monopoly in a rate case 
is enough to make Henry George’s ideas of the unearned increment 
of land alone look small indeed. 

Far be it from me to reflect upon many engineers who estimate 
the cost of reproduction of public utilities, but some of our most 
famous appraisal engineers richly deserve the criticism which the 
California commission gave last July, in the Monterey Gas and 
Electric Light Case. After calling attention to the allowance in 
this case of about 41 per cent for overhead charges and going value, 
by a prominent firm of engineers, the president of the California 
commission, John M. Eshleman, stated: 


I cannot see why a public tribunal should be criticised merely because of 
the fact that it is awake to a program that is being conceived and carried 
forward before its very eyes. That there is a program on the part of large 
financial concerns interested in public utility securities, particularly in the 
stock of public utilities for which ordinarily no money has been paid, to exag- 
gerate the value of the property of these public utilities, in my opinion, admits 
of no doubt. That their procedure is but natural makes it none the less neces- 
sary for the public authority to be on his guard. These interests find them- 
selves in the following condition. 

The uniform practice has been in the past to construct their properties 
largely from the proceeds of bonds, and to give as bonus the stock of the cor- 
poration, except that which should be withheld by the promoters. Thus the 
actual property cost originally has been less than the face value of the out- 
standing bonds—to say nothing of the stock—because under this method 
bonds are usually sold at less than par. The problem of those in control, 
therefore, has been to pay the bond interest and gradually build up a value 
behind the stock which originally, of course, had no value. Now they find 
themselves halted in this program in many instances, and by valuations by 
commissions the real relationship between the obligations and the assets is 
disclosed. Almost frantic endeavors, therefore, are being made to persuade 
public authority to place values upon the property for these utilities which 
shall be sufficient to cover the bonds and leave, if not enough to represent par 
for the stock, at least enough to represent something, otherwise such stock 
will be seen to have no value. Furthermore, many of these utilities expect, 
and I imagine a great many desire, public ownership of their properties. In 
anticipation of such public ownership, in rate investigations they do not have 
the rate inquiry alone in mind, but with an eye to the future seek for this 
reason, too, to import elements of value that have no other foundation than 
in the desire of the utility to get the highest possible price for its property. 
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(City of Monterey vs. Coast Valleys Gas & Electric Co. decided June 30, 
1914, on Rehearing, Decision of July 30, 1914). 


How some of our public utilities look upon our present com- 
- missions was well illustrated by the remark of the engineer of one 

of our largest public utility syndicates at a public meeting of a 
- prominent engineering society last year. He said: “I think that 

commissions are now regarded by the privately-owned properties 
- much like a wild animal that has been tamed. He behaves as a 
domestic animal at this time, but one cannot tell when the call of 
the wild may cause him to turn around and bite them.”’ The view 
of the matter from the public side was vigorously expressed to the 
‘speaker at one time by Governor Pingree, of Michigan. Comment- 
ing upon a sentence in the annual report just received from the 
state railroad commission, to the effect that they were glad to 
announce that their relations with the railroads had been most 
“friendly” the previous year, the sturdy governor burst out with 
a formidable expletive, and said: ‘‘They have no business to be 
friendly!’ We may not, indeed, wish our commissions to be always 
on the warpath, but it is still more certain that we do not want 
them “tamed.” 

IV. Going value, reserves, and surplus earnings present big 
problems. Our courts, fortunately, with the exception of New Jersey, 
have not endorsed a going value, except where early failure to earn 
a reasonable return was not made up by any later earnings in excess 
of such a fair rate, and many courts, including the United States 
supreme court, have not even then admitted a going value in rate 
eases. The courts that have allowed a going value equivalent to 
early deficits not made up by later surplus earnings, as in the case 
of the recent decision of the New York court of appeals, in the 
Kings County Lighting Company v. Wilcox, in March, 1914, have 
apparently failed to realize that if the company can capitalize in a 
rate case any deficits in earnings, it is also fair, where a surplus 
has, on the whole, been earned over and above a fair return, that 
the public should have the benefit of that surplus. 

The Massachusetts Gas and Electric Light Commission con- 
tended for this in a very important gas case in Haverhill. That 
company claimed before the federal court last year that it could 
not reduce the price of gas to 80 cents as ordered by the state com- 
mission, unless it should forego profits on a portion of its property 
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which had been built up out of surplus earnings. The state com- 
mission frankly admitted this, but contended that the company 
was not entitled to a full return, and perhaps very little if any return 
on capital built up out of surplus earnings over and above good 
dividends. After months of expensive litigation the company, in 
the early part of this year, dismissed the case before argument, and 
accepted the price of 80 cents which was in controversy. 

In most states, however, companies not only claim a return 
of 8 per cent or more on their surplus, but a similar return on the 
funds they have collected from the subscriber or user, to meet depre- 
ciation, even though the amount of yearly addition to the deprecia- 
tion fund has been determined by the amount necessary in case 
no interest is earned. 

If an old and well established company has poor credit, on 
account of watered stock and bonds, and so has had to pay a con- 
siderable discount in order to sell its securities, it asks a correspond- 
ingly higher price from the public utility to make up for its own 
lack of credit. If it prefers to sell 5 per cent bonds at a discount 
of 5 or 10 per cent instead of 54 per cent bonds at par, it still 
demands an 8 per cent return on the discount paid, as well as on 
the money secured. 

It will at once be seen that the public needs, in order to meet 
these complex problems, not only its best legal, engineering and 
accounting talent, but the services of its best economists and stu- 
dents of public policy. 

V. The apportionment of rates between various classes of elec- 
trie consumers should not always be according to cost of service. 
Small consumers may well be asked, as in gas and water, to pay 
less than cost, but the limits of time set for this paper prevent the 
discussion of this important subject. 

VI. The virtual if not legal validation of all our watered secu- 
rities under the guise of state approval of new securities is another 
serious menace. It is possible to conceive of helpful state control 
and publicity with respect to new securities, but what is actually 
going on is startling: Many of our commissions, without any investi- 
gation at all, in some states, and in other states with no investiga- 
tion worthy of the name, are giving a perfunctory approval to the 
issue of hundreds of millions of dollars of securities. These are at 
once advertised as approved by the state. They are usually thrown 
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into a common pot with the old stocks or bonds of the same class. 
Either false hopes are aroused among investors, or the danger arises 
that the courts will hold that a genuine class of innocent investors 
in watered securities has been created by state law. The courts 
of late years have come to ignore, as of no significance, outstanding 
stocks and bonds in rate cases. What they may do under these 
crude laws and cruder enforcement of them is problematical. One 
state commission has approved hundreds of millions of securities 
without any investigation. Another thus recently approved 
$26,000,000 on the first day of its life as a commission. 

VII. The relation of regulation to municipal ownership. Com- 
mission regulation must be divorced from interference with the 
charges and administration of municipal plants, except in the require- 
ment of publicity and uniformity of accounts. As long as cities, 
through proper state supervision of accounts, know what their plants 
are doing, they should be free to run them at a profit or loss, and 
with such an apportionment of rates between different classes of 
consumers, as local public opinion demands. The right of cities 
to follow Cleveland’s example in establishing its own utilities must 
be left as free and unrestrained as throughout Ohio, and during the 
past year in Illinois. Sandusky, Ohio, would have waited for years 
to secure through a state commission what the people, through a 
mere threat of municipal competition, have secured this year from 
& private company, viz., a maximum charge of 7 cents and a sec- 
ondary charge of 4 cents for electric light. 

VIII. Syndicates of capital must be met with syndicates of 
cities. A dozen syndicates such as The United Gas Improvement 
Company, The American Light and Traction Company, Stone and 
Webster, and those controlled by Billesby, Doherty, and Insull, seem 
bound upon putting any amount of money into a local rate case 
in order, as was baldly stated three years ago in Des Moines, “to 
teach city councils a lesson,” and to secure from commissions and 
courts, before it is too late, the endorsement of corporation theories 
with respect to going value, replacement costs, rate of return, etc. 

The leading expert for privately owned gas companies, Mr. 
Humphreys, told the National Association of such companies, The 
American Gas Institute, last month: “It is up to the Institute to 
educate these commissions.” 

City attorneys, no matter how strong - es in general 
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practice, are not in office long enough to warrant such specialization 
upon public utility matters as is practicable for our larger corpora- 
tion attorneys. Through fellowship in the common purpose, the 
attorney of one utility syndicate is kept informed of the testimony 
taken in cases involving other syndicates. Each city, on the other 
hand, approaches the subject of regulation as a new proposition. 
With the multiplicity of commission and court decisions and public 
utility discussions before engineering and economic bodies, it is 
becoming every month more difficult for a new student of the prob- 
lem to put himself abreast of developments in the short time of 
preparation possible to him. 

The time was not entirely ripe for the movement in 1900, when 
it was my fortune to assist in starting the bureau of economic re- 
search, in New York City, with the help of V. Everett Macy, R. 
Fulton Cutting, Tom L. Johnson, W. J. Gaynor, Bird S. Coler, 
George H. Shibley, John R. Commons, and others, out of which 
organization developed, in other hands, the quite different bureau 
of municipal research. The time seems now at hand, for an organi- 
zation such as is here proposed. If the movement is to have any 
permanent result, other than general education, which of course 
is in itself valuable, it must be kept absolutely divorced from the 
building up of any man or administration. To this proposition 
those who have called us together agree. The organization must 
likewise be effectively officered and strongly supported. 

That such a gathering as this could be brought together with- 
out being financed by any public utility is itself evidence of the 
growth, during the past five years, toward a settlement of the great 
problems we are now considering. May we prove equal to the task 
of dealing with them with that disinterestedness, sanity and good 
sense which the times and these problems demand. 
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WHAT CERTAIN CITIES HAVE ACCOMPLISHED WI1 WITHOU T 


STATE REGULATION 


ad Voters League, Minneapolis, Minnesota. 


The list of cities that have achieved something worth while in 
the way of regulation of their utilities is a fairly long one. There 
is time here but for a review of the main facts of the larger successes _ 
of but a few. + 

Admitting that state regulating commissions have been of sub- 
stantial service to communities struggling with public utility prob- 
lems, the bald fact yet persists that it is in cities that have worked 
out their own salvation that the largest degree of success in rates 
and service has been achieved. Success in this field, however, can-— 
not be wholly expressed in terms of rates and service. But I empha- 
size these first, for, quite humanly, they are the things in utility 
regulation that appeal most strongly to the public. | 

In those cities having the lowest rates for public utility service, 
it is a significant coincidence that they have been secured through 

the initiative and by the sole efforts of the community itself unaided — 
by any agency of the state. In many cases the same may also be 
said as to the character of service rendered. And, contrary to 
modern theory of the proper thing in utility regulation, the results 
came through competition—competition forced upon the community 
either by the excessive rates charged by the existing company, or 
by unsatisfactory conditions as to service, or both. The methods 
may not have always been “scientific”? from the standpoint of the 
regulation expert, perhaps sometimes of the rough and ready, or au 
rule-of-thumb sort; but it is not with methods that we are concerned 
here, but results. 

I would not have it understood that I regard the results as to 
rates and service as the only results, or even the chief results, of 
community control of public utilities. The greater results are seen 
in the educational effect upon the community and the preparation 
it furnishes for the time when public utilities must and will be taken | 
over for community operation. Disinterested students of the anus 
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utility problem should see by this time that there is but one logical 
and one correct solution of this great problem—that public utilities 
must become in fact public utilities, publicly owned and operated. 
This not alone to assure proper rates and service, but to divorce a 
necessary public function from the sordid motives of private interest 
and to remove the main contributing cause of the corruption and 
inefficiency of our city governments and the demoralization of the 
political life of our urban communities. 

Vesting in the state the regulation of the cities’ utilities seems 
to me nothing less than a weak and cowardly dodging of plain civic 
duty and responsibility. The effect must inevitably be the same 
upon the community as on the individual—the loss of will and pur- 

pose and capacity to do other things. Municipal ownership has 
not come to our cities, and will not, through the route of state regu- 
lation, no matter how efficient in the public interests that regulation 
may be. In fact, the greater the efficiency the more distant the 
final day of public ownership. Municipal ownership is coming rather 
through the trials and experiences of a city wrestling bravely with 
its own problems, working them out in its own way, be it good or 
bad for the time being, and fitting itself, through that experience, 
for the final step—the step which will end the long night of con- 
scienceless exploitation of the most valuable resources of our cities 
and the debauching of their public life to make private profits. 

What more fitting preparation for the responsibilities of that 
final step than the actual experience contained in the control of its 
utilities directly by the city? What better training for meeting 
successfully the other problems of city administration? And what 
more certain method of developing civic sense and responsibility 

and educating the citizens to work together for the common good? 

Let me review at this point some of the larger achievements of 
cities and offer them in evidence of their capacity to protect the 
public in utility controversies. 

My own city of Minneapolis offers interesting testimony of 
notable results secured through community initiative and perse- 
verance. These results are particularly in evidence in the gas and 
street railway fields. 

The controversy with the gas company over the renewal of its 
franchise in 1910 ended with the acceptance by the company of a 
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to be in many respects a model of what a franchise contract ought 
to be. It had the defect of not including provision for purchase of 
the property by the city during the life of the contract and it was 
without provision for amortizing capital; but otherwise protected 
public interests well. 

Under the terms of this contract the city enjoys an average 
rate of 774 per cent per thousand feet for the five year period ending 
April 1, 1918, with full publicity of accounts and operations and an 
eight-hour day and fair wage conditions for employees. Note the 
regard evidenced here for just industrial conditions among employees. 
The rate made for gas for this period was a comparatively low one — 
considering the then cost of material entering into the manufacture 
of gas in the Minneapolis territory. The negotiations covered but 
a few weeks. The accompanying regulatory ordinance requires the 
company to maintain a monthly average of 600 B.T.U. as to heating 
efficiency, with present pressure requirements of two to four inches. 
This undoubtedly is the most efficient pressure standard in the 
interests of consumers maintained anywhere in the United States. 
These service standards were reached promptly and enforced to the 
letter ever since by a fearless and vigilant light inspector. This 
speedy action in reaching results as to service standards is in marked 
contrast to the situation in some of the states where state regulation 
prevails. 

Street railway service in Minneapolis is admittedly equal to 
that of any in the country. The rush hour period—the weak link 
in the operation of so many companies—is particularly well cared 
for. This condition was not created voluntarily by the company, — 
but forced upon it by the aggressive attitude of the council. The 
so-called strap hanger ordinance, adopted in July, 1911, making a 
standard car load to consist of one and one half the seating capacity 
of the car, was the beginning. Enforced vigorously from the start, 
the result was to force into service a sufficient number of new cars 
to meet reasonable requirements of service. 

A city inspector checks up the situation on each line constantly 
and additional cars are ordered into service as fast as needed. He is 
responsible to the city council. Behind the council is the stimu- 
lating corrective of public sentiment, unceasingly vigilant in the 
matter of street car service. Should defects develop there is no 
appeal to a distant authority possessing no first hand knowledge of 
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the situation, and relief, if furnished at all, coming after exasperating 
delays. The remedy is right at hand and applied promptly. 

The strap hanger ordinance was later supplemented by succes- 
sive service ordinances on individual lines, and in 1913 an agreement 
was reached with the company by which it was to build 15} miles 
of new extensions during that and the following year. This program 
is now completed and every section of the city is well taken care of. 

Thus an aggressive city council, directly responsible to the public 
and backed by public sentiment, was able to accomplish in short 
order a task which state commissions have failed to accomplish after 
long and thorough investigation and large expenditures of money; 
and at the expense of but $125 a month, the salary of a single inspector. 
And withal no injustice was done the company. The 6 per cent 
dividends and large additions to surplus are still in evidence. With 
a franchise approaching its term limit, the opportunity will soon 
be at hand to secure substantial reductions in fares and a new con- 
tract embodying every up-to-date franchise essential. If the inter- 
ests that have been demanding from the legislature state regulation 
of public utilities can be fought off successfully until that time, watch 
Minneapolis for a model street railway franchise! \Vo WV / 

Electric rates, not yet subject to local council regulation, have 
shown a steady downward tendency in the past few years, the result 
of vigorous pounding by the city council. The present maximum, 
8.55 cents per kilowatt hour, still too high, compares favorably with 
cities where the service is furnished by a state regulated private 
monopoly. If the next legislature reaffirms the principle of the so- 
called “‘ Nolan” bill of 1913 (killed by executive veto), giving Minne- 
apolis authority to regulate electric rates, watch Minneapolis for 
rock bottom rates in this line! Ww \ 

It is pretty significant testimony to the effectiveness of the 
city’s system of regulation of these utilities that their representatives 
spent much time at the legislative session of 1913 vigorously lobbying 
for the adoption of a bill creating a state public service commission. 
It was a case of anything to get away from the rigors of local regu- 
lation in the three cities of the state. 


The price of gas in American cities has been steadily — i ica a ~ 


downward for some years. But where do we find the lowest price? 


Not in the cities under state regulation, but in those cities that oe, 


fought out their gas pee unaided. 
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Indianapolis is the most notable instance. The maximum price 
in this city is 55 cents per thousand feet, the lowest maximum in 
any city in the United States, and a price fairly comparable with 
that in many of the European cities. This price was secured through 
contract agreement between the city and the Citizens’ Gas Company, 
which entered the field a few years ago in competition with the old 
company, then charging 90 cents per thousand feet. The new con- 
cern made a price of 60 cents. The old company met this rate. 
Recently the Citizens’ Gas Company has taken over its rival and 
competition no longer exists. As a sop to public opinion, naturally 
a little nervous over mergers of public utility rivals, the rate was 
reduced to 55 cents. Still lower rates are granted to large consumers. 
The only part the state public service commission appears to have 
taken in the matter was to give its official consent to the merger, 
although some of its enthusiastic friends insist that the 5 cent reduc- 
tion should be credited to it. 

I hesitate to defend the principle of competition in a public 
utility product as between privately owned utilities. But the Indian- 
apolis situation emphasizes a phase of the subject that is worth 
consideration. As against the waste due to duplication of equip- 
ment, count the saving to consumers of gas in that city through the 
results of competition—30 cents per thousand feet for a series of 
years. The aggregate would probably far exceed the duplication 
waste. Will anyone contend that this price, or anything a 
mating it, would have been obtained by means of state regulation 

In the electric field the larger achievements in the matter of 
low rates have distinctly come through the initiative and civic energy 
of the “free” cities. Seattle, Washington, is a conspicuous instance. 

In 1901 Seattle was in the grip of a private electric monopoly, 
charging 20 cents maximum for its service. The next year a city 
plant was projected. The price promptly dropped to 12 cents. 
When the municipal plant began operations, in 1905, the private 
plant made a further reduction to 10 cents. The city plant has 
made rates successively of 8 cents, 7 cents, and finally 6 cents maxi- 
mum. The rate schedule is now 6 cents to 4 cents for residence 
lighting; 5 cents to 3} cents for commercial lighting; 4 cents to } cent 
for power and 3 cents for cooking. The private concern has met the 
rate made by its competitor each time and the whole city has the 
y has a wonderful 
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water power plant, capable of large additions to power and with a 
distribution system serving the most remote suburbs. Its customers 
number 35,000. Its employees enjoy an eight-hour day, a six-days’ 
working week and a living wage. Note again the community solici- 
tude for the well being of the workers who furnish the service. 
Apparently the plant is managed in a thoroughly business-like way, 
providing out of earnings for the expense of maintenance and liberal 
sums for depreciation. The saving to consumers of electricity 
through the operation of the municipal plant has been enormous, 
estimated at not less than $3,000,000 during the operating life of the 
plant. 

The state commission in Washington has no power to interfere 
with municipal plants. But it is promised that attempts will be 
made to amend the public utility law to give the commission this 
power at the next session of the legislature. If this is accomplished 
it will be interesting to note its attitude toward the Seattle electric 
rate situation. Will the commission so “even up” things between 
the competing concerns as to perpetuate the private utility and main- 
tain the present division of the Seattle electric field? 

Winnipeg furnishes more testimony of what a city can do for 
itself when aroused to the necessity. The fact that this city is over 
the line in Manitoba does not detract from the value of the object 
lesson. 

Winnipeg consumers of electric energy enjoy the lowest rates 
on the continent, a situation due solely to the fine enterprise and 
courage of its citizenship. The maximum rate for domestic lighting 
is but 3 cents. Power rates range from 3 cents to .72 of a cent, with 
further concessions for long time contracts and a special heating price 
of 9 ofacent. The original price, when the private company had sole 
possession of the field, was 20 cents maximum. This was reduced 
to 10 cents upon the completion of the municipal plant, and the 
private company has since met every reduction made by the city. 
The plant officials claim a saving for consumers of not less than 
$600,000 a year during the time the plant has been in operation. 

Enterprising community initiative has just won a notable vic- 
tory in Kansas City, Kansas. This city, weary of making fat profits 
for the electric monopoly serving both cities on the river Kaw, 
built a municipal plant a few years ago. It established a rate of 
6 cents to 3 cents for lighting and 3 cents to 1} cents for power. — 
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‘So successfully has the project been managed and so popular has it 
_ been with the consumers, that it will soon have the field exclusively 
_ to itself. The private company, which has been meeting the city 
_ Fate, has recently announced that it will go out of business in that 
ss @ity early next year and serve only the big city across the river in 
‘Missouri where it is better appreciated. 

No braver fight against heavy odds has been waged in the elec- 

trie field than that of the city of Pasadena. Spurred to activity by 
the exploiting methods of the local monopoly, the city in 1908 
erected a municipal plant. Electric consumers had been paying 
up to that time 15 cents maximum. The rate was reduced to 12} 
cents as the agitation for a municipal plant grew in volume. The 
city plant began business with a rate of 8 cents maximum, which 
the private company promptly met. The city reduced its price 
in 1910 to 5 cents maximum with a secondary rate of 3 cents, a power 
schedule of 4 cents to less than 1 cent and still lower rates for off- 
the-peak load service. The estimated saving to the city has been 
$100,000 a year during the life of the plant. 

With the object of putting the municipal plant out of business, 
the private company, in 1913, reduced its maximum rate to 4 cents, 
probably less than cost. This company serves Los Angeles and 
surrounding points at rates ranging from 6} cents to 10 cents maxi- 
mum. The profits of operation in these places were being used to 
meet the deficits of operation in Pasadena, to the purpose of even- 
tual subjection of the people of that city. 

The last California legislature came to the rescue of the city 
by adopting an act prohibiting this special kind of unfair compe- 
tition with municipal plants. 

Working out its salvation by the municipal ownership route, 
Duluth, Minnesota, furnishes quite a remarkable example of deter- 
mined civic purpose in the public utility field. 

Heavily burdened with the excessive cost of creating a city on 
a steep rock bottom hillside, Duluth yet had the courage to take 
over the private water and gas plant for municipal operation when 
the company failed to meet its public obligations. The results of 
municipal ownership in this city have been two-fold—a disturbing 
factor was eliminated from local politics and the price of both water 
and gas substantially reduced—fully 50 per cent—and the quality of 

the service vastly improved. For eight years Duluth consumers 
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of gas have had a rate of 75 cents, a remarkably low price when the 
cost of distribution in that city is considered. Across the bay in 
Superior, Wisconsin, under the protection of state regulation, gas 
users for five years of that period paid to a private company $1.40 
per thousand feet. 

Strengthened in its confidence to do things by the experience 
of its utility management, the Duluth public now purposes to take 
over the electric service for community operation, thus removing ba 
another troublesome political agency in the life of that city. a 

Detroit’s long struggle with its street railway monopoly is too 
well known in the group before me to need reviewing in detail here. ‘wa 
The lesson, however, fits in well with the subject and occasion. Out 
of that struggle Detroit has gained community solidarity and a 
keen civic consciousness. The city is well on its way to realize its 
long dream of municipal ownership of its street railway system, with 
rates and service based on the cost of the one and the public needs 
of the other, and profit and political interference and all the sordid 
accompaniments of private management eliminated. 

During the progress of the struggle in Detroit, street railway 
rates were among the then lowest in the United States—eight tickets . 
for 25 cents during the rush hour periods. The present arrange- a 
ment of 7 tickets for 25 cents, good at all hours of the day, with 
universal transfers, equals the lowest rate yet secured through means 
of state regulation—that in Milwaukee. There is this significant veal 
difference, however: in Detroit the rate is an actuality, while in Mil- 4 
waukee it waits on favorable action by the United States supreme 
court. 
Detroit has also driven an excellent bargain with its gas utility. Bhs 
The price of 75 cents maximum, stepping down to 35 cents for the ie! 
class of largest consumers, undoubtedly constitutes the lowest aver- 
age price in the United States, next to Indianapolis. al 

Toledo has gone through a somewhat similar experience with 
its street railway company. Not yet so strongly committed to es 
municipal ownership, nor so near its realization as Detroit, Toledo, __ 
out of its travails, has achieved conspicuous results in the matter of __ 
rates—a present working agreement of 3 cent fares at the rush hours __ 
and six tickets for 25 cents at other times, with universal transfers. _ a 
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But the largest gain to the Toledo public that has come out of this ae 
struggle is not in low fares, but rather in the development of a spirit a 


of community coéperation and sacrifice and a common growth toward 
_ the ideal of public management of the city’s transportation and 
lighting functions. 

No recital of the accomplishments of cities by their own unaided 
efforts would be complete without reference to Cleveland. Battling 
along for many years against heavy odds, but under inspired leader- 
ship, Cleveland has come through its struggles triumphantly. The 
_ 8 cent street railway fare, so long the vision of Tom Johnson, is 
realized. True, for the time being, beginning with September 1, 
_ the users of the transfer privilege must pay an extra cent to meet 
_ the cost of writing off some obsolete power equipment which perhaps 

ig more justly have been charged to capital account. But the 
feasibility of the 3 cent fare, with reasonably adequate service, seems 
to be an established fact. Probably we are not yet ready to make 

_ general application of the 3 cent principle under the present liberal 
a attitude toward plant valuations and in view of the varying 
— local transportation conditions. But Cleveland’s example will be a 
- great practical aid to other communities striving to create fair street 
railway conditions. The Cleveland lesson of public control of street 
railway finances and operations is of great value in this connection. 

: Cleveland now is leading another great public utility crusade— 
to prove to the urban world that a 3 cent maximum rate for electric 
energy is a practical proposition. A great modern electric plant, 
taking the place of the small suburban station that has for some 
years been furnishing electrical energy under city auspices, is now 
completed and ready to sell its product to all consumers at the 

4 maximum price of 3 cents per kilowatt hour. Already the powerful 


private concern has reduced its rates materially under the stimulus 
Yi, of real coming competition, in some cases equal to 50 per cent. 
+ The possibilities in this situation in the way of industrial expansion 


are enormous. Its effect in creating confidence in the community 
in its capacity to manage its own affairs and in making new standards 
of civic efficiency will be even greater. 

Columbus, Ohio, without any of the spectacular accompani- 
ments, court experiences and limelight publicity that have attended 
street railway struggles in Toledo, Cleveland and Detroit, has yet 
in its own way secured very substantial results in the way of rates. 

Under the terms of the contract ordinance of 1901, the company, 
starting with a rate of seven | tickets: for 25 cents, has eames the 
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contract maximum of eight tickets for 25 cents, with universal trans- 
fers in each case. This result came through agreement between the 
city and the company. There were no long drawn out investiga- 
tions by experts at heavy expense and no tedious court delays to 
wear out the patience of the people and postpone the actuality. 
And there is no reliable evidence yet produced that this settlement 
has done injustice to the company’s interests. 

There is no more heroic example today of a city plundered and 
its civic life debauched by its public utilities that is battling its way 
to freedom by its own efforts than San Francisco. 

The city’s privately owned street railway company, so long a 
disturbing factor in local government, failed pathetically to meet 
public necessities in the matter of adequate transportation facilities. 
The success of the exposition of 1915 was seriously jeopardized by 
this situation. In this emergency the city proceeded to construct 
a municipal line giving the city access to the exposition grounds. 
This line is being made the nucleus of an extensive municipal system 
by the construction of lines on streets on which the company’s 
franchises have expired. Several of these are now in operation. 
The municipal system has been built at a cost per mile of Jess than 
one-half the capitalization of the private company’s system. The 
probable ultimate result will be the acquisition by the city of the 
whole city transportation system, with operation direct by the 
municipality. 

San Francisco is meeting its water problem with equal vigor, 
being about to take over the private company’s plant and to develop 
an additional supply. Either proposition alone is sufficient to test 
the courage and the resources of any municipality. 

I stated at the start that competition in some form was the 
means through which Jow rates and improved service in public 
utility products had been secured in the cities where low rates and 
good service are the most conspicuous. I do not desire to go on 
record at this time as defending the competitive system as the 
correct economic principle. Unquestionably, however, it has been 
very useful as the best available weapon of defense for distressed 
communities in their warfare with their public utilities. If state 
regulation is to displace it as the protector of the public interests, 
it must make a better showing in promptness of action and in mate- 
rial results than it has up to this time. 
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I also would make a clear cut distinction between competition 
between privately owned utilities and competition in which the 
municipality is a party. The statute handicaps placed upon a city 
to prevent recourse to municipal ownership are invariably, heavy 
and the courts are available to add the element of uncertainty and 
tedious delay. It is, at best, a heart breaking job, with all the 
forces of intrenched privilege and conservatism in opposition. The 
provocation must be indeed great to induce a city to undertake the 
task. The existing private utility must obviously be flagrantly 
failing to meet its duty to the community. In such a situation, I 
believe the city to be fully justified in its course. I believe, too, 
that the offending utility, unaided by any official tribunal, should 
take its survival chances. It has no just right to demand or expect 
anything else. And the law that creates a state regulating com- 
mission and instructs it to interfere in such a situation to save profits 
for a private company or to guarantee the integrity of its investment, 
is not a just law nor one that serves public interests. 
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A CONSTRUCTIVE POLICY FOR PUBLIC SERVICE 
CORPORATIONS 


By Cuarues Day, 
Of Day & Zimmermann, Philadelphia. | Brea tee 


I am glad to have this opportunity to call your attention tothe __ ; 
significant trend of public service activities as it appears to some of tay svind 
us who are engaged in the management of public utilities. a 

The constructive policy which I will outline is predicated upon oe \ ae 
the existence of governmental regulation. This premise must be ac- ee os 
cepted with that enthusiasm which springs from a genuine 
tion that the principle of regulation is not only inherently sound ae Re e 
but that results secured have demonstrated its practicability. Its — 
aim, therefore, must be to meet the fundamental obligations imposed ot nee 
by all regulation, namely: the attainment of maximum operating 
efficiency and the division of the resulting benefits with the public — 
in accordance with a prescribed plan. ; 

Legislative enactments of many states have provided for this 
by requiring that charges shall be based upon actual cost plus a _ 
reasonable margin of profit. Consequently, we have entered upon > 
a new era which has removed the utilities from the zone of private 
enterprise governed by competition to that of public business sub- 
ject to regulation and involving the right of the public to an intimate —__ 
knowledge of every detail of the corporations’ activities. 


regulation ; it is the nied results of legislative enactments and com- 
mission activities that most frequently occasion dissatisfaction and = 
open protest. A laws governing public service commissions are ee cS 


their most vital inherent were jeopardized. However, the sound- 3 
ness of the principle of regulation must not be questioned on account 

of the existence of faults in its application, although, of course, we 
will lose the benefits which it should afford if a constructive policy Pe 
is not established which will eliminate these serious defects. 


ti nany decisions have been but illogical compromises. There- > a Ba 
ton 
4 


Peete While there has been a tendency to look to the public for a 
eer ee remedy, through the correction of faulty laws, and to the commis- 
(7 _ sioners, through a modification of their points of view, we believe that 
the responsibility rests squarely upon the corporations themselves. They 
= | * alone can furnish those facts and statistics without which all argument 
futile. 
y Such vexing problems as arise in connection with regulation 
and competition; municipally versus privately operated utilities; 
_ what constitutes equitable rates and standards of service, etc., must 
ultimately be removed from the field of individual opinion and debate 
- to that in which scientific analysis and economic laws will govern. 
_ Therefore, the policy which I will outline is not concerned in the first 
instance with the problems themselves but rather with the estab- 
lishment of those fundamental conditions which in time should 
create unanimity of opinion as to the proper procedure. 

Fortunately, much of the admirable work which has already 
been done, particularly in connection with the design and utiliza- 
tion of equipment, exemplifies the effectiveness of certain principles 
upon which this constructive policy must be predicated. It is with 
these principles, therefore, that we are concerned primarily. We 
know of no better illustration of their application than the splendid 
economies which have been effected in the generation of electric 
current. The development of the modern steam turbine and electric 
generator has resulted primarily from a most exhaustive and pains- 
taking study and scientific analysis of all of the technical factors 
involved. The mechanical, electrical and thermo-dynamic problems 
have received the concentrated attention of hundreds of our most 
competent engineers, all striving to gain greater efficiency through 
a more perfect embodiment of fundamental laws in the machinery 
of their design. Of course, if the collective data of the past had not 
been carefully classified and recorded and basic laws derived there- 
from, there would have been no definite point of departure for still 
greater refinement in theory and more perfect embodiment of these 
laws in practice. In that event the step from the reciprocating 
engine to the steam turbine would still remain to be taken. 

What principle, then, has all this collective work fulfilled? 
Briefly stated, it is the principle of scientific analysis and deduction. 
The ruling motive has been, on the one hand, to interpret precisely 
the basic scientific laws involved and, on the other, the chotnant 
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in the needed equipment or apparatus of features which lend them- _ 
selves to the most perfect functioning of these laws to the ends _ 
desired. It must be clear that every subsequent material benefit 
will result only through the acquisition of more precise and volumi- a3 
nous data, the discovery of new laws or the refinement of existing as 
ones, or the more complete embodiment of these laws in the facilities —_ 
produced. There is no room for mere opinion with regard to these _ 
matters. a 

Today no layman would presume to dispute the basic principles 
which have governed in the design of modern power plant equipment; 
and yet, well within the life-time of many of our foremost engineers, 
the technical questions to which we refer were not only settled 
empirically, but were often considered to be suitable subjects for  =— 
individual opinion and debate. Nag 

However, the installation of efficient equipment does not insure 
the economical and continuous generation of electric current. Pass- 
ing from the field of the technical engineer to that of the engineer- 
manager, we find that his contributions are only second in importance _ 
to those of the designer. These men must harvest the full benefits Pe 
of which the modern steam power plant is capable. Upon first 
thought this may appear to be a relatively simple matter and, in 
fact, it was so considered in the earlier days of public service oper- 
ation. Now, however, power plant employees are selected with 
painstaking care, every factor bearing upon their mental and physical 
fitness for the task being taken into consideration. Nor does the 
work stop when the selection has been made. The men are con- 
stantly trained in the use of the equipment, often with as much care 
as is expended in the training of athletes, and their retention depends 
entirely upon their ability to develop progressively under such a 
régime. Here, then, we find the principle relating to the scientific 
selection and progressive development of employees, a principle 
which has been recognized and conscientiously fulfilled for many 
years in certain departments of public service work. 

The next step fulfills the third principle, which imposes the duty 
of providing ways and means of bringing together the trained power 
plant employees and the methods embodying the scientific laws in 
accordance with which the plant must be operated. This has re- 
quired, among other things, the preparation of complete instructions 
to serve in all contingencies as a guide to the employees. In certain 
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plants additional compensation is paid in the form of higher wages 
or a bonus when the men, through the complete exercise of their 
skill and dexterity, fulfill the conditions as laid down. 

Maximum power plant efficiency, however, is not assured through 
superlative service upon the part of the power plant operatives alone. 
Many conditions must be taken into account which originate out- 
side the station, in connection possibly with a vast network of trans- 
mission lines, sub-stations, distribution systems and the individual 
installations of customers. This brings us to the fourth, last and 
most important principle which has contributed to the splendid 
efficiency attained in connection with the generation and distribu- 
tion of electric current. It dictates that the burden of power plant 
operation rests, in the final analysis, upon the management not upon 
the power plant employees. We find the management taking the 
initiative with regard to the continuous despatching of load, issuing 
instructions relative to the harmonious and efficient operation of 
various power plants in combination and giving directions during 
times of stress and breakdown. 

The direct results which have followed the conscientious appli- 
cation of the four principles in question have been: 
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First—Operating costs (excluding interest and depreciation) of many 
of our large stations have been brought down to five mills or less per kilowatt 
hour, depending upon local conditions, cost of fuel, etc. 

Second—A degree of continuity of service has been attained in connection 
with properties serving large geographical territories which no one would have 
cared to predict a few years ago. 

Third—The subject of power generation and distribution has been taken 
bodily out of the field of individual opinion and debate, as it is now recognized 
as being governed by well defined laws concerning which the expert alone has 
a right to an opinion. 


It is not only in the field of power plant operation that these 
principles have been applied with the utmost success. One large 
public service corporation in the Northwest has already accomplished 
such notable economies in the cost of constructing transmission lines 
that they would be doubted were not records available which afford 
irrefutable proof. All conditions were subjected to painstaking sci- 
entific analysis; the workmen were selected with regard to their 
fitness for the task; definite instructions were drawn up as a basis 
for their activities; bonuses were paid when definite tasks were 
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fulfilled, and entire responsibility for the work in its most minute 
details was assumed by the management. Other illustrations could 
be cited readily but the foregoing examples will serve our present 
purpose. 

The new policy to which we refer obligates public service cor- 
porations to apply these principles to every conceivable branch of 
internal activity. Maximum efficiency and economy are bound to 
accrue through the application of these principles to: major con- 
struction work, such as new extensions; routine construction work, 
such as connecting customers; maintenance work in all of its various 
ramifications; all operating functions, such as power generation, 
systematic patrol of transmission and distribution lines, periodi- 
cal inspection and testing of all equipment; and all general business 
and administrative functions arising in this connection. 

While the actual methods of applying such principles to these 
functions are in a sense secondary in importance, nevertheless they 
must provide: 


For the absolute control of materials and labor through proper store- 
keeping and time-keeping systems; 
The adoption of a comprehensive classification of income and expense; 
iat A planning department through which all activities are directed; and 
SS cost-keeping system whereby a minute analysis will automatically 
and continuously check up the results of actual operation and afford a basis 
for further refinements. 


As already stated, however, our policy not only makes high 
internal efficiency imperative but it also requires that convincing 
proofs of such results should be available to the public service com- 
missions. It must be apparent that when these principles have 
been applied to every internal activity there should be no difficulty 
in fulfilling this requirement. Public service commissions will be 
in a particularly fortunate position in this regard as the accumula- 
tion of fundamental records or statistics relating to the operation of 
many corporations will form a sound basis for the establishment of 
standards which must command respect. 

Now let us consider these well tried principles in connection 
with the equally important factors arising through our new obliga- 
tions to the public resulting from governmental regulation. We have 
dealt with the generation of electric current; let us now consider the 
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sale of current, confining ourselves to light and power properties 
for the purpose of illustration. 

Before the advent of regulation, competition influenced rates 
to such an extent that in many cases they did not represent actual 
cost plus what might be considered to be a reasonable profit. It 
must not be inferred from this that such rates were necessarily too 
high; in fact, rates were frequently forced down to a losing basis 
with the consequent disastrous effects. The establishment of regu- 
lation in many states is so recent that the corporations have not 
yet been able to adopt new rate schedules based on costs. Of course, 
there has always been an effort made to do this in so far as com- 
petitive conditions would permit, with the idea that reasonable rates 
would stimulate the use of electric current. Recognizing that the 
cost of service does not increase in direct proportion to the amount 
of current consumed, public service managers attempted to meet 
these conditions through the adoption of a sliding scale providing 
for a reduction in rate as the consumption increases. Rates of this 
kind, however, while pointing in the right direction, only approxi- 
mate an equitable charge under the new order of things. They were 
not based upon a definite knowledge of the characteristics of oper- 
ating costs which can be revealed only by an exhaustive analysis 
of daily and monthly records. 

Rapid strides have been made recently toward the solution of 
this pressing need, particularly in those states where regulation has 
been established for some time. The work of the Wisconsin com- 
mission has been notable in this regard; Mr. Erickson’s contributions 
especially having paved the way for a system of rate making that 
promises to meet almost every requirement. Such work is very 
significant in the present connection for it exemplifies admirably the 
convincing and satisfactory character of results which accrue when 
the foregoing principles are applied to those ezternal relations, around 
which so much controversy now centers. In this connection a thor- 
ough and exhaustive knowledge of costs and operating conditions 
is imperative. However, the acquisition of suitable and adequate 
cost records and a knowledge of their inter-relations and individual 
characteristics for a given property is an enormous task, frequently 
necessitating the introduction of entirely new managerial methods. 
Nevertheless, the benefits secured justify in many ways the time 
and money expended. In so far as rates for service are concerned, 
such work shows: 
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That a considerable part of operating cost or expenses remains stationary 
for long periods, even though the use of current increases at a rapid rate; 

That another part increases when more customers are added to the sys- 
tem but is also independent of current consumption; 

That it is only the remaining charges that accumulate in direct propor- 
tion to the actual kilowatt hours sold; 

That taxes, interest and depreciation increase in proportion to the value 
of the property needed to serve the customers in question. Therefore, it is 
quite possible that any class of customers may increase their current con- 
sumption two or three fold and yet their just proportion of these charges would 
remain stationary. 


I have referred but to the broad and universal characteristics 
of operating expenses incurred by light and power properties. If 
we bear in mind that many such companies serve a number of com- 
munities and that each community may readily comprise ten or 
more classes of customers and that the inter-relations of costs, instead 
of being characterized by the simplicity of our illustration, are com- 
plex to a degree; then the task which is imposed by the establishment 
of equitable rates will be more fully appreciated. Therefore, we 
should not be surprised when we find that individual opinion and 
debate merely lead to a greater diversity of opinion and more 
heated controversy. 

Is it not apparent that rates arrived at in the way suggested 
will be satisfactory to everyone concerned? Let me show you the 
fallacy of the straight kilowatt hour rate when subjected to this 
kind of analysis. Such a charge provides an equitable return only 
in the case of one specific rate of consumption. If the consumption 
is greater, the charge is too high; if less, the charge is too low. This 
results directly from the fact that in all cases a part of the bill ren- 
dered for service should be treated as a fixed amount to cover expenses 
which do not increase with a considerable increase in the use of 
current. This is particularly true in the case of residential cus- 
tomers. If, for example, $1.20 per month proved to be a proper 
price to charge for the use of 10 kilowatt hours, then the equivalent 
straight rate would be 12 cents per kilowatt hour. However, an analy- 
sis of the expenses incurred in this case might show that 90 cents of 
this amount represents the return which should be secured in con- 
nection with stationary costs (such as bookkeeping, reading meters, 
rendering bills, fixed charges on certain equipment, etc.). With 
this fact before us, a fixed charge of 90 cents and a kilowatt hour 
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charge of 3 cents, yielding the same total of $1.20, would appear to 
be equitable. Such a rate, however, would permit this customer to 
triple his consumption without increasing the stationary expenses, 
with the result that his bill would be but $1.80 instead of the $3.60 
which would result from the 12-cent rate. In practice the straight 
kilowatt hour charge, particularly when applied to residential cus- 
tomers, has been made high enough to assure a satisfactory return, 
even when the use of current is restricted to the minimum amount 
consistent with the daily needs of the average customer. It follows, 
therefore, that the customer whose consumption exceeds this mini- 
mum pays more than his share of the stationary expenses. The 
inevitable result of this is that a majority of customers cannot afford 
to use current for many of the purposes to which it is now adapted 
and the corporations lose the many benefits which should follow 
an increased use. 

Summing up, then, the benefits which we should confidently 


anticipate as a result of this method of rate setting, we have the 


following: 


First—Such rates will just yield a return equal to the cost and fixed 
charges incurred plus a fair margin of profit; consequently, total gross income 
will be equitably apportioned among the respective classes of customers. ~ 

Second—Customers will secure the maximum benefits which should result 
from time to time from the introduction of more modern equipment and more 
efficient managerial methods. 

Third—Public service corporations and their customers will mutually 
profit through the increased sale of current which is certain to follow; for 
greater output means lower unit costs. 

Fourth—The clarification of the rate question will assist materially in 
the solution of many other trying issues. For example, the large economies 
in the cost of power effected through serving a wide territory from one central 
station will be appreciated by everyone and such procedure endorsed when 
the resulting advantage is fully reflected in the rates. 

Fifth—The subject of rates will eventually pass from the jurisdiction of 
individual opinion and debate to that of unvarying scientific laws. 


Commissioners are confronted by many other important ques- 
tions which can be properly settled only by the application of the 
same principles. Most of the laws which they administer give 
sweeping powers as a means towards thorough regulation. Many 
of the people who are not familiar with the intricacies of public 
service business have inferred that within a relatively short time 
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the respective commissions would have the various utilities in their 
jurisdictions under adequate control. Where the monopolistic prin- 
ciple has been incorporated in the law, the public at large has expected 
that actual results would, in a short time, convince even the layman 
of the wisdom of having accorded such sweeping rights. On this 
account many commissions have had to face open criticism or an 
undercurrent of disapproval for, in but few instances, have the 
results of their activities been reassuring in this broad and immediate 
sense. It must be apparent that the commissioners have not been 
responsible for this condition. It has arisen primarily through the 
inability of the corporations to produce adequate and reliable rec- 
ords, which must be available before existing laws can be enforced 
equitably. 

I hope that the foregoing illustrations and comments, notwith- 
standing their inadequacy, will win your support for the constructive 
policy for public service corporations, the elements of which are 
summed up as follows: 

This policy is predicated upon the following premises: 


1. The recognition of governmental regulation as a necessary conditio 
to the maintenance of satisfactory relations between the public service cor- 
porations and the public. 

2. The acceptance by the public service corporations of the responsi- 
bility for the necessary constructive policy. 


The elements of the policy are ag 


First—Public service corporations shall enlighten the commissions con- 
cerning every conceivable phase of their activities. 

Second—Actual results of operation must be depended upon as the only — 
true basis upon which the many questions at issue can be properly solved. 

Third—The corporations must be allowed to participate with the public 
in the economies for which they are directly responsible, thus affording the _ & 
necessary incentive for continually increasing efficiency and for more effective _ 
codperation between the utilities and the public. 

Fourth—Every conceivable activity relating to public service work shall 
be handled in accordance with the dictates of the following principles: 

The first of these principles relates to the acquisition, tabulation and 
classification of all existing knowledge pertaining to every phase of the busi- 
ness and the perpetuation of such records. 

The second principle relates to the scientific selection and careful training 
in standard methods of all of the employees engaged upon the property and to 
their progressive development. 
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The third principle relates to the necessity of bringing together by suit- 
able means the results of the scientific analysis of existing data and the prop- 
erly selected and trained operatives. 

The fourth principle, and in a sense the most important, relates to a new 
conception of the division of work between the so-called management or 
administrative force and the operatives or workmen. It requires that the 
burden of management, not in the accepted sense, but with regard to the 
smallest details, shall fall upon the managers; those who are alone in a posi- 
tion to assume this responsibility intelligently. 


Is it not clear that this is the type of management that must 
form the basis of any truly constructive policy? Unfortunately, 
_ these principles have been applied to but few public service activities. 
However, if the accuracy of our predictions is doubted, we have only 
to turn to the industrial world, where the basic soundness of these 
principles and the resulting methods has been demonstrated beyond 
possibility of contradiction; for these are the principles which Fred 
W. Taylor advocated many years ago and upon which all of his 
_ now classic work in the field of management has been founded. 

While we public service managers have in the past uncon- 
sciously fulfilled these principles in isolated cases and without reali- 
zation of their fundamental character or universality of application, 
Mr. Taylor has founded upon them a new philosophy of manage- 
ment which has already wrought revolutionary changes in entire 
groups of industrial activity. 

Internal efficiency has been enormously increased but possibly 


management is Mr. Taylor’s greatest contribution. In the public 
service field, scientific management will bring about equally high 
_ internal efficiency and, further, through its extension to all external 
relations with the public and commissions, it will prove to be the 
most potent single instrumentality in accomplishing those results 
which are the primary purpose of every regulative enactment. 
Please do not leave this subject with the impression that the 
constructive policy which we offer could have been or can now be 
put into effect by the mere issuing of orders. We must recognize 
existing conditions, together with the great divergence of sincerely 
held opinions, as a part and parcel of the material with which a 
truly constructive program must deal. Such a program, if sound, 
: will compel the ultimate acceptance of that which is right and the 
abandonment of that which is faulty. While this process will, of 
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necessity, be slow and while many of us believe that we can see 
short cuts to a prompt and equitable solution of the entire subject, 
nevertheless, in the long run it will prove to be the only route that 
is marked by permanent success. 

The new era will come through a gradual evolution, building 
upon and encompassing the heritage which has resulted from one 
of the most notable developments during recent years. Further, 
the work will never be finished so long as the sciences involved and 
the art of management continue to progress. 
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PERMANENT 


President of the Railroad Commission of California. 


I do not pretend to be wise enough to answer the question which 
I have here propounded as the subject for this discussion, for in order 
to do this it would be necessary for me to be able to forecast the 
future and know in advance what economic and governmental 
changes are yet to take place. While the principles of justice are 
immutable, yet the conditions to which these principles apply are 
always changing. For this reason the methods that must be applied 
to the solution of our governmental problems vary as conditions of 
society change. We may, however, quite properly discuss funda- 
mental propositions and of necessity deal with them in the light of 


the present and proceed upon the assumption that the present aspect _ 


of our problems will have a tendency to continue. 

Regulation is not a new thing. It is well, however, to have in 
mind the fact that regulation, as we are here understanding the 
term, is only one aspect of a broader conception. Regulation in 
this broader conception is as old as civilization itself and its justi- 
fication is found in the maxim which I roughly translate, “So use 
thine own as not to injure another’s.” All private property is held 
subject to this well known and justly accepted rule. If a man lived 
alone upon some Robinson Crusoe isle there would be no need for 
regulation of any sort, but as soon as we have two we have rela- 
tionship, and relationship which must be controlled by some con- 
vention. Thus all law arises from the necessity of regulating rela- 
tionships. Neither personal liberty nor the right to private property 
requires nor will permit to the individual absolutely unrestrained 
action. In democracy we urge the utmost individual liberty con- 
sistent with the rights of other individuals in society, but beyond 
this we may not go, and it is elemental that always we must use 
our individual liberty and our private property so as not to do- 
injury to others who have rights as we do, and this rule is a part of 
our title to our property and our right to our liberty. While it is. 
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easy to state and agree with this general rule, yet the economic 
problems of all times have arisen from the differences on the question 
as to what limitation should be put upon individual liberty and the 
use of private property in order to accomplish the desired result. 
The fact that the one in possession of liberty and holding property 
has usually had the larger say in determining when his use of these 
possessions of his worked injury to others has further complicated 
the problem. 

Regulation in its broader significance is the restraint which 
society, as an institution, places upon individuals. Regulation, as 
we generally accept the term, however, represents a more intimate 
hold by the state upon a property, or a business, or a person than the 
one we have here generally referred to. Even the more intimate 
interference—if you desire to use that term— in private affairs which 
we now know as regulation is nothing new. In Rome the grain 
trade was regulated and regulated rigidly even as to price before the 
dawn of the Christian era. In the Middle Ages the butcher and the 
baker had their greed held in check by the arm of the law, and 
innkeepers and common carriers were regulated from the beginning 
of Anglo-Saxon civilization. And the need for these specific forms 
of regulation was no different in kind than the need for the general 
regulation which justifies all law and which arises from one of the 
fundamental traits of human nature. There is implanted in each of 
us an acquisitive and selfish spirit which makes us, one and all, 
prefer our own advantage, and when the time comes that we must 
make a decision between our neighbor’s advantage and our own, 
ordinarily we do not consciously take the worse of it. When in any- 
individual case a man must make the decision as to whether or not 
he is using his own property or indulging his personal liberty in a 
way not to injure his neighbor, if he is given a free hand and any 
one is injured it will be the neighbor. Therefore, it follows that in 
every case where we are in a position, in the absence of restraint, to 
force our neighbor to accept our decision in a case involving his 
and our own rights, outside restraint must be imposed else injustice 
will result. 

I have presented these fundamental propositions to you because 
they have a large bearing upon our problem. In every case of 
monopoly or other condition of unequal dealing, the state has the 
right to prevent those in control, through the exercise of their natu- 
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ral human traits from taking advantage of those with whom they 
deal, and this is at bottom the justification for the regulation of 
utilities. A public utility is essentially monopolistic in its nature. 
It deals directly with the individual. Alone the individual is power- 
less. Elemental justice requires that the state provide a method 
to protect the individual. Utility corporations composed of and 
_ directed by men will seek their own advantages. Without restraint, 
by reason of its power, the utility always becomes the jury and the 
judge as between itself and its patrons, as do all monopolies dealing 
with human necessities. In acting thus the utility has usurped a 
x - sovereign right, and because the people of the municipality or the 
state involved will not long remain willing to forego the exercise 
of sovereignty, regulation of utilities grew up merely as a means of 
, enforcing equality of dealing between the monopoly and the monop- 
oly’s patrons. The fact that this method was adopted does not 
preclude the possibility of there being other methods of accomplish- 
ing the same end, available to government. It might seem, there- 
fore, that we could at this point give our answer to the question here 
considered by saying that regulation to remain permanent must be 
able to enforce equality between the utility regulated and the util- 
ity’s patrons, but a little analysis will show that this is only another 
way of stating the question and not its answer. 

In the more primitive states of society competition usually ren- 
dered regulation of prices and conditions, upon which men having 
something to sell would dispose of it, unnecessary, but as society 
becomes more complex uniformly the tendency is to cerfter the con- 
trol of the necessities in fewer hands. Monopoly of some form is 
usually attendant upon increasing wealth. For our discussion here 
we need, however, deal only with the natural monopoly which is 
the subject of the regulation that we are considering. While it is 
not proper in defining a term merely to refer to an example, yet the 
distinction between a natural monopoly and other forms of monopoly 
is not sufficiently marked to warrant a hard and fast definition. 
Railroads, water systems, lighting companies, telephone companies 
and the like are examples of natural monopolies and they have in 
common the characteristic which causes us to decide that they should 
be regulated in their activity and permitted to remain monopolies 
rather than eliminated and destroyed as monopolies. They are of 
such character that competition cannot bring about the results that 
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may be brought about by forceful and intelligent regulation, because 
competition necessarily means duplication and the devotion of a 
greater amount of property to the business in question and the 
expenditure of a greater amount of money to conduct such business 
than is necessary under monopoly. Two lines of street railway on 
the same street cost more to construct and more to operate, but they 
do not cause more people to live on such street from whom shall be 
drawn a revenue. However, the fact that the two lines of street 
railway upon the same street usually result in better service and 
lower fares, leads to the belief, on the part of those who do not 
carefully analyze, that the competition has been the cause of such 
better service and lower rates. Of course this is not true. While 
for the time being competition between natural monopolies ordi- 
narily gives better service at cheaper rates, yet it is mathematically 
demonstrable that better service and cheaper rates could be afforded 
by either one of the competing agencies than by both. The trouble 
‘in the past has been that the monopoly in control of a field of oper- 
ation has not been required by those in authority to do its best, and 
monopolies, like individuals, do not do their best in a commercial 
enterprise unless it pays them to do so. 

Under competition the tendency of those in control is to take 
the lowest possible earning upon which the property may be main- 
tained and money secured for the enterprise. The tendency under 
monopoly is to take the largest possible earning that may be secured 
by extorting from the patrons all they can be forced to pay. Com- 
petition although economically wasteful inevitably produces better 
results than monopoly without regulation. In fact it very often pro- 
duces better results than monopoly under some of the regulation 
that we have known. It may be then considered that in the case of 
a monopoly regulation would be justified if it only enforced com- 
petition and produced conditions that would invite the fullest com- 
petition. Such a result would justify the regulation which only sought 
to destroy the monopoly. But in the case of a public utility, as I 
have already suggested, such a course would result in more expense 
than is necessary to get the work done. A further step along the line 
of regulation would be accomplished if the best service and lowest 
rates possible to be given by the utility in question were afforded 
while such utility still remained a monopoly. Necessarily rates can- 
not be forced lower under competition than will yield sufficient funds 
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_ to carry on the business and get the money necessary to be invested. 
Where the condition of competition produces more than this inevi- 
tably combination will result or the destruction of one of the enter- 
prises, and thus the elimination of the monopoly, or the imposition 
of too high rates upon territory served by one of the competing forces, 
if there be such territory, in which there is no competition. In short, 
losses sustained by affording less than reasonable rates must either 
be recouped from consumers other than those affected by the com- 
petition or subsequently recouped from the very consumers who 
initially benefited by such competition. If in the recent past we had 
not seen a tendency to question the propriety of monopolies even 
in a public utility field, I would have assumed that you here would 
agree that regulation by public authority rather than by competition 
is better for the patron of a natural monopoly, but inasmuch as this 
has been questioned in some quarters I have deemed it proper to 
discuss it here thus briefly. 

I lay down the fundamental proposition that in the case of a 
natural monopoly, such as I have here named, proper regulation 
may always produce better service at lower rates than can possibly 
be afforded under competition. Therefore, the first requirement that 
regulation must meet is that it produce better results than can be 
produced by competition else it goes down before competition and 
we must return to a condition of competition between utilities. That 
regulation can easily do this has been demonstrated in many quarters. 
That it does not do it in a great number of instances is also undoubted. 

Whenever anyone has anything to sell such a one desires to 
sell it at the highest price obtainable. Whenever anyone is re- 
quired to purchase something, such a one desires to purchase that 
thing for the smallest outlay possible. I take it this will be admitted 
without much argument. From the standpoint of the utility the 
highest price for the cheapest service is desirable. From the stand- 
point of the patron the lowest price for the best service is what is 
wished. For many years in the past, by reason of interference in 
government and the domination of officials supposed to stand between 
these large enterprises and their patrons by the enterprises them- 
selves, public utility corporations, and large business concerns as 
well, have been enabled too nearly to approach the desirable from 
the seller’s standpoint, namely, the highest price the buyer can be 
induced to pay. The anti-trust laws have done ~ to dis- 
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courage this tendency, but they have not done one tithe that aroused 
public sentiment has accomplished. The wise man seeking his own 
advantage sees to the future and is not entirely content with the 
present return, and the wise public utility owner seeing the trend 
of the times, largely produced by the sins of himself and his prede- 
cessors, has glimpsed public ownership in the future, and perhaps 
public ownership in competition with his privately owned industry. 
To be sure he has contended strongly against this as being unfair, 
inasmuch as the publicly owned concern pays no taxes, buys no 
franchises and if it has incurred losses such losses are made up from 
taxation upon its patrons as property owners, the larger percentage 
of which patrons always pay the smaller percentage of such losses. 
Such representative of private industry, looking to the future, has 
seen that he cannot permanently impose, as a condition upon which 
he renders his service, burdens that are disproportionate to the 
burdens that would be imposed by the public upon itself if such 
public should conduct such business itself. On the other hand the 
public must understand that as a purchaser of something which the 
private owner of the public utility has to sell, and which such public 
desires to purchase at the lowest possible outlay, the purchase price 
can never be less than the cost of doing the business, which cost 
will always be the actual cost of performing the public utility func- 
tion represented by operating expenses and the like plus an amount 
sufficient to take care of the worn out capital devoted to the enter- 
prise plus an amount sufficient permanently to induce capital to flow 
into the public utility industry in competition with investments in 
other industries. Under private ownership these requirements must 
always be complied with, else the public utility business will not be 
well done. The maximum service at the minimum cost is the desir- 
able. The maximum service at the minimum cost will not be given 
either by monopoly or by competition unless the monopoly is regu- 
lated with such a degree of intelligence as to bring about such result. 
The tendency under competition, as already pointed out, is to pro- 
duce the maximum efficiency at the minimum cost that can be 
afforded by the owner of the industry, but this minimum cost inevi- 
tably must be higher than the minimum cost at which the same 
service can be performed by the utility enterprise in possession of 
a field in which it does not have to divide its revenue with a rival. 
Regulation, therefore, must supply the inducement or the compul- 
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sion which is necessary to put the utility owner operating without 
competition in the same frame of mind in which we find him oper- 
ating under active and bona fide competition. If this is done 
utility regulation will be permanent provided the private owner of 
public utility property in the frame of mind suggested can do as 
well as can be done under some other form of ownership. In short, 
the limit of the effect of regulation from the outside is the produc- 
tion of a condition which gives to the consumer the maximum of 
service at the minimum cost that can be afforded by the owner of 
the utility, and in this cost is always that payment for money to be 
invested in the utility which is necessitated by competition with 

unregulated industry. 

It being determined that the maximum effect of the very best 
regulation is a condition wherein the utility is giving to its patrons 
all that it can afford to give and pay the necessary cost of the busi- 
ness, the next step in the inquiry naturally is to ascertain whether 
or not there are other methods that may be substituted for regula- 
tion which will give to the consumer a better rate for the same or 
superior service than the private owner can afford to give. Of 
course such substituted arrangement, even though it gives cheaper 
rates and better service, must also be free from evils which do not 
result from the present system of privately owned utilities. In other 
words, even though we discover some substitutional arrangement 
which gives better service and lower rates, yet if attendant upon 
such arrangement are disadvantages not inherent in the present 
arrangement which off-set the advantages of lower rates and better _ 
service, then the substituted arrangement is not desirable. In short, 
the permanence of any condition is always determined by making 
a comparison between such a condition and what might result under 
substituted conditions. What is must always be compared with 
what may be. 

Having in mind the maximum of service at the minimum cost, 
it is proper to analyze the elements which go to make up the costs | 
of conducting the privately owned public utility enterprise. It is 
apparent that our inclination up to this point is to decide that the 
desirable from the standpoint of the public begins with monopoly 
unregulated as the least desirable; next, free, unrestricted and bona 
fide competition; and last, monopoly with adequate regulation which 
places the private owner of public utility property in the frame of 
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mind to do the best possible for his consumers. I do not suggest 
that it is humanly possible to force from without a frame of mind 
upon an individual similar to that induced by the desire for gain or 
the fear of loss on the part of such individual. I doubt very much 
if—to use a common term—regulation can cause a private owner 
to “extend”’ himself as much as the fear of losses or the hope of gain 
under competition. Fear of the law has never been as potent, at 
least in commercial enterprises in America, as hope of reward. There- 
fore the private owner will always strive harder to please in order 
to defeat a rival than he will in order to please the government. 
But strive however hard he may he cannot do so well if his busi- 
ness is divided as he could do, if so minded, when his business is not 
divided. In order to survive as against competition, regulation must 
at least produce a condition a little better than can be afforded by 
the owner under competition, and as against a system of competition 
regulation will survive so long as it excels competition in this regard, 
even though it does not get from the utility owner all such owner 
can afford to give. 

If it were possible to ally with the force of the government the 
desire of the private owner for gain, the two harnessed together would 
make a pretty strong team. In many of the states the recognition 
of the fact that duplication of property and cost of service, necessi- 
tated by competition between natural monopolies, is economically 
unsound has led public authority to lose sight of the fact that it 
might be possible to ally with itself the selfish inclination of the 
owner of private property. Thus in some states seldom if ever is 
a competitor allowed to go into a field already occupied by a public 
utility of like character. Under such condition it inevitably results 
that the utility operating exclusively in a field is reluctant to do 
anything except that which is forced upon it through governmental 
compulsion. There it holds its place secure in the feeling that any 
temporary advantage which may be secured will be retained to it 
and that it is time enough to be good when it is forced to be good. 
I conclude that the states taking this position do not properly under- , 
stand their problem and the means at hand to solve it. The justifi-*' 
cation for monopoly in a public utility field is the advantage which 
such monopoly accords to its patrons, and it does not lie in the 
mouth of the representative of such monopoly to urge its protection 
on the part of the state or the municipality because of a benefit to 
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the public which it does not accord. It certainly is rather a nervy 
proceeding on the part of a utility manager to urge that it be pro- 
tected in its field because such protection is good for its consumers 
when as a matter of fact the benefits of such protection are retained 
by such monopoly. It is hard to make the consumer who does not 
understand fine spun theories or economic fallacies understand that 
a condition should be tolerated on the ground that it is good for him 
when as a matter of fact it is not good for him. . 

It requires a tremendous amount of investigation with attendant 1 
use of governmental machinery and expenditure of governmental 
funds to determine just what a regulated monopoly can afford to 
do. I think in California we have discovered a method which al- 
though it may result in some duplication of public utility properties 
yet in the long run will save money to the consumers without any 
injustice to the utilities. In California where a certificate must be 
obtained from the railroad commission, which is also a public utilities 
commission, before certain designated utilities can enter a field not 
theretofore served by them, we have laid down the following rule: 
If the field is already served by an existing utility of like character 
the commission will determine whether or not the existing utility 
is doing its duty toward its consumers, by giving to them the best 
service at the lowest rate it can afford. If it is, its proposed com- 
petitor will not be allowed to come into the territory. If it is not, 
and the utility desiring to compete can establish the fact that it 
can give a better rate and more adequate service than is being given 
by the utility already occupying the field, it is allowed to go in and 
compete with all the resulting duplication of plant and economic 
fallacies, etc. 

In the first important case involving the entry into a territory 
already served by a utility by a second utility of like character, the 
commission permitted the competitor to go in and announced the 
rule I have here recited. The lighting company already in posses- 
sion of the field offered to accord, after the hearing, as low rates as 
its competitor offered to give and made an earnest plea that dupli- 
cation should not be permitted when no good would result. The 
commission held that its plea came too late and that the necessary 
result of granting it the right to reform when a competitor knocked 
at the door of its territory would be to encourage other utilities and 
this utility in other territory in their failure to give adequate service 
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at reasonable rates until a competitor should appear; and likewise 
no competitor would attempt to go into the field served by another 
company because such competitor would understand that the net 
result of its efforts would be to cause the one occupying the field to 
be good. By this plan we harness together the power of the state 
and the desire of the private owner for gain. Immediately after 
this decision was announced and became understood, light rates 
within the state of California dropped 30 per cent in all non-com- 
petitive territory. It is my opinion that it would have cost the state 
of California more money to have investigated all of the light and 
power rates of the state and to have forced these companies to have 
accorded the rates which they voluntarily gave, than the duplication 
in the territory where we allowed competition to exist represented. 
Under this potential competition theory, as it has been named, 
regulation, in my opinion, most nearly produces the result I have 
suggested must be produced if regulation of monopolies is to be 
substituted for actual competition, for by it we have put the private 
owner of public utility property in the frame of mind where he fears 
competition that has not yet come upon him and seeks to forestall 
it by doing as well or better than he could afford to do if competition 
were forced upon him. Therefore, I conclude that regulation, as 
I here use the term, can remain permanent as against competition. 
And, of course, by that much the more does it advantage over 
unregulated monopoly. 

But we must likewise look to the future in determining the 
permanency of the present plan. Privately owned utilities must be 
able to stand every comparison that is made with publicly owned 
utilities. Government can enter into the public utility business 
and has done so in many cases, and it will inevitably follow that 
government will continue going into public utility enterprises if 
those in charge of government are persuaded it is the best thing to 
do. And whenever public ownership shows an advantage which is 
not off-set by some attendant disadvantage, it will be hard to per- 
suade those in control of government that it is not best for the 
public to own and operate public utilities. A loud ery goes up from 
the proponents of private ownership to the effect that public owner- 
ship has many disadvantages, such as the creation of an army of 
public employes, vast political machines, waste by reason of ineffici- 
ency under government, and the like, and comparisons are made 
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between the conditions, particularly as regards railroads, existing 
here and those existing in foreign countries under public ownership. 
Of course, in this discussion I cannot analyze these compari- 
sons, but it is well to have in mind in passing the fact that gifts 
have been made to many of the railroads in America sufficient to 
build these railroads. These gifts have been either direct by way 
of land grants, franchises and the like, or indirect through rates higher 
than the railroads could have afforded to give. As far as the com- 
parative condition here and abroad is concerned, as I have said, we 
cannot take the time here to analyze it and deal with these conten- 
tions, but from a considerable study of this subject I am convinced 
that the private owner has not made his case on this point. As far 
as machine interference in politics is concerned, it would be hard 
to make anyone familiar with political conditions in America believe 
that anything worse could result from public ownership than has 
heretofore existed and does in many places now exist under private 
ownership. We all know that most of the corruption in city govern- 
ment is directly chargeable to interference of public utility corpor- 
ations in the affairs of the municipality and likewise there are some 
states in which the suspicion at least has existed that large trans- 
portation companies have had something to do with state govern- 
ment. I believe any intelligent American audience would be willing 
to dismiss this on the theory that the honors are at least even. 
Coming down now to a comparison between a public utility 
operated by private capital and one owned by the public we must 
here put the test already decided upon. First, regulation to with- 
stand public ownership must bring about the condition of mind on 
the part of the private owner we have already discussed, but it 
also must go further and deal with conditions over which the private 
owner often has no control. The financing of public utilities in the 
past has directly resulted in a condition which makes it very hard 
for the operators of such properties to do what they should by their 
patrons. Because of the supposed risk it has been urged that larger 
payments should be made to secure capital. I wish we had time 
here to discuss this question, but I can only refer you to my views 
as set forth in an article published in The Annals of the American 
Academy of Political and Social Science in May, 1914, as justifica- 
tion for my conclusion that regulation to be adequate must regulate 
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be no stock and therefore no water. The investment will represent 
the value of the property and it will not be necessary to make five 
or six per cent on two or three times the value of the property to 
pay interest on bonds and dividends on stock, thus necessitating a 
net earning on the value of the property on this ratio of ten or twelve, 
or in many cases even a greater per cent. On this comparison the 
privately owned and operated utility, as now existing, is distinctly 
at a disadvantage. It need not be so, however, if proper methods 
are adopted. But only when the amount upon which an earning 
shall be made is not greater than the value of the property will it 
be possible for private ownership to compete with public ownership 
in this regard. Again, the funds of the privately owned enterprise 
must be honestly devoted to the purposes of the public utility. 
This is possible of accomplishment but has not been the rule up to 
the present day. It is unnecessary to call to your attention the 
disclosures in the New Haven road or the Frisco system or in the 
United Railroads in San Francisco under the manipulations of Mr. 
Patrick Calhoun. Ordinary thievery, however, is not the only vice 
encountered along this line. The practice of officials of utilities in 
_having interests in other corporations, sometimes antagonistic to 
the property they control, is equally pernicious and must be elimi- 
nated if the comparison is to be favorable to private ownership. 
But perhaps more important than all is the necessity that the invest- 
ment of private capital must be taken as the basis of earning and 
not the reproduction value new or even depreciated. To illustrate 
this I will call to your attention an actual case. Mr. E. P. Ripley 
of the Atchison, Topeka and Santa Fé Railway Company was on 
the stand before the California commission in the Wells Fargo 
Express case. Mr. Ripley was contending for a certain value for 
the Santa Fé property, which value, as is customary among utility 
owners, was urged to be par value of the stocks and bonds. The 
lands of the Santa Fé were listed at a certain amount. During his 
testimony Mr. Ripley took occasion, as is his wont, to rap public 
ownership. He was asked whether or not his company would sell 
to the government at the price named as the value. My recollec- 
tion is that he said it would. He was next asked whether or not the 
terminals and other real estate owned by his company would increase 
in value, and he very vigorously answered in the affirmative. Then 
the suggestion was made to him that his testimony was not very 


x 
ar 
ae % 
“AES 
= 
t 
4, 
4 
: 
— 
y 
— 
wid 


favorable to private ownership inasmuch as if the Santa Fé property 
were purchased today at its present value by the public the invest- 
ment would become static and the unearned increment in lands and 
terminals would not of necessity in the future be a basis upon which 
rates must be earned. And this, in my opinion, is the most impor- 
tant question to be considered and is one of the cases wherein the 
private owner of public utility property must understand that if 
he insists on the tremendous increment in value of lands and ter- 
minals going always to the private owner inevitably public ownership 
will result. Why this increment may not justly and possibly legally 
be claimed by the utilities is too large a question to deal with here. 
But as a purely practical proposition, if the sum upon which an 
earning must be made keeps going up and up independent of the 
investment, some system will be adopted which will make the invest- 
ment the measure of the sum upon which an earning shall be allowed 
even though a resort to public ownership be necessary. It is evident 
to me that regulation, had it begun in time, could have reached this 
difficulty, but a great part of it in all probability cannot now be 
touched. To illustrate: Power permits have been given away which — 
are worth immense sums. The theory of these utilities, which will | 

probably be sustained by the courts, is that earnings must be allowed 
on the value and not the cost. How easy it would have been in the 
beginning to have imposed a condition in the grant of these power _ 
sites, or even in the grant of lands in aid of railroads or bonuses in _ 
aid of utilities in cities, to the effect that the grant was only accepted | 
on the condition that it should not be used as a basis for earning. 
These utilities in accepting the grant would have been bound thereby 
and they would not have been handicapped in any regard because 
their capitalization could have been readily kept in the proper rela- 
tionship to the value of the property acquired by purchase and not 
to the value of the property given them. In effect, however, the 
American people have allowed the capitalization of their own gen- 
erosity and are now required to pay an earning on such generosity, 
and the more generous they have been the more they have to pay. 
In the future this condition can be reached by regulation properly 
applied, but so much has been given away already in franchises as 
well as property that I am very pessimistic of the ability of regu- 
lation properly to deal with this difficulty. Certainly, however, to 
be permanent regulation for the future must provide a means whereby 
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be called upon to pay. Already in many quarters it is being urged 
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the investment shall be the basis upon which an earning shall be 
allowed. 

Some time ago in a decision by myself on the California com- 
mission, I pointed out the fact that utility enterprises are at the 
mercy of the state and that only equitable considerations would 
finally have weight in regulation. This raised a storm of protest 
on the part of certain utility representatives. I still am of the 
opinion that this is true, and I marvel at the short-sightedness of the 
private owners of public utility property who are now contending 
for every possible addition to value that the strictest legal consider- 
ations will allow and at the same time loudly clamoring for the con- 
sideration of equitable claims when such equitable claims are in 
favor of the private owner and not the public. The Interstate 
Commerce Commission is today starting upon the valuation of 
American railroads. Organizations representing these roads have 
been formed and are contending for every possible element of value 
that can be thought of. I have no doubt today if the same basis of 
valuation be put upon these roads, particularly upon their terminals 
and lands, as will be required under the reproduction cost theory 
that it will be found that these roads must be permitted to raise 
their rates in order to produce an earning thereon, and that if this 
valuation is taken as a basis for sale, if a sale be made to the govern- 
ment, a price will be required to be paid larger than the public should 


that federal lines of steamships be put into operation between the 
Atlantic and the Pacific Coast with the necessary result that freight 
rates between terminal points will be reduced. Likewise it is sug- 
gested that the government build a transcontinental line of railroad 
which would further reduce such rates to the end that the owners 
of these roads can be induced to surrender ownership at a fair value. 
There can be no question that, if the government decided to enter 
into competition with the existing roads, it can by such competition 
vastly reduce their earnings. Likewise in any city, if the munici- 
pality decides to operate its own utilities and does not desire to buy 
the existing utilities, it is not compelled by law to do so, and the net 
result is what amounts to a practical confiscation of some of the 
property of these private owners, which confiscation, however, can 
be lawfully brought about. I have in mind cases in my state where 
existing water companies in municipalities have been thoughtless 
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of the people’s rights and in two cases that have come to my knowl- 
edge the municipalities have put in their own plant in competition 
with the existing plants, with the result that the private owners 
have been required to junk their systems. How short-sighted then, 
I say, are these owners of public utility property, in the face of the 
power of government to enter into public utility business, in con- 
_ tending for every element of value that may be enforced on the 
_ strictest legal grounds. If they are not satisfied to limit themselves 
to equitable considerations—which in my opinion will always be 
~ recognized by the public—they may expect small consideration at 
the hands of the public when the question of a competing municipal 
plant arises. 
It is my belief, therefore, that regulation cannot remain per- 
manent unless the utilities are willing to meet every comparison, 
and show that the balance is at least not against them in such com- 
parison, with publicly owned and operated plants and that in doing so 
they must be limited to equitable demands else they will inevitably 
be called upon to compete with governmentally owned properties. 
Even when doing its best and insisting only upon equitable 
demands it may still be that private ownership cannot stand up 
against the publicly owned utility. It certainly is true that unless 
the privately owned utility does its very best it must yield to public 
ownership, but when it has done its best then it must be inquired 
whether its best goes as far as the public can go. We have already 
referred to franchises and taxes, but of course the advantage of the 
publicly owned utility in this regard is more seeming than real in 
the final analysis. For the payment of these taxes exacted from the 
privately owned plant is merely remitted on the part of the one 
publicly owned. But there are two other considerations that re 
worthy of note. Money can always be secured on the public credit 
more cheaply than on private credit under present conditions. Such 
being the case the privately owned enterprise will always be at a 
disadvantage in this regard. Furthermore the reasonable profits 
over the cost of the borrowed money in a utility owned by the public 
go into the pockets of the consumers themselves. In these two 
respects public ownership will always be preferable to private owner- 
ship; and unless there are countervailing disadvantages the tendency 
will be toward a substitution of public ownership for private owner- 
ship even when the private owners are doing all they can be expected 
to do under governmental regulation. 
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It is therefore my opinion, first, that regulation can be made 
to be permanent as against a system of competition. Second, that 
_ it cannot be made permanent as against a system of public owner- 
ship unless the utilities while in private ownership do the very best 
they can afford to do and pay sufficient earnings upon their capita 
to induce the necessary investment. Third, that unless some metho 
can be devised to secure investment in public utility enterprises in 
private ownership on the basis of a return comparable to the interest, 
rate upon which a municipality or other governmental agency can 
borrow money, the tendency will be to substitute public ownershi 
for private ownership under regulation. 
Before I close I would like to impress upon you as forcefully 
_as I can the fact which I think is appropriate for representatives of 
municipalities to have in mind, that municipalities have as a rule 
failed when we apply the proper test of regulation, and that they 
have failed for two reasons—first, because too often municipal au- 
thority has been dominated by the very agencies to be regulated; 
and, second, because the public has not been willing to pay the price 
of regulation. Regulation requires careful and intelligent effort on 
the part of people trained in the work. Defeats in the courts will 
always follow haphazard regulation which is as likely to be unjust 
to the public as to the utility. Furthermore, in my opinion, the 
municipalities uniformly make a mistake in contending for the right 
to regulate utilities that are not subject as to their entire property 
to the control of such municipalities. Just as I have long ago pub- 
licly announced my conclusion that the several states are not equal 
to the task of regulating railroads within their borders and that 
this function should be performed by the federal government, so 
I also conclude that the city cannot properly regulate a hydro- 
electric power company, for example, which operates in a dozen 
cities and two or three states. 

It will be impossible, however, for me to enlarge on this point 
here because it will too much prolong this discussion, but I believe 
it would be wise for the representatives of the cities to have in mind 
the uselessness of trying to exercise a function which they cannot 
properly perform. 

In conclusion I desire to suggest that both the utility and the 
governmental agency have always in mind the maximum of service 
for the minimum of cost, toward which regulation must always tend 
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until it has reached the limit beyond which it cannot go, and if some 
other arrangement, such as public ownership, be found which can 
go further, inexorable economic laws will require the abandonment 
of private ownership under regulation and the adoption of the other 
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Mr. Percrvat R. Mossgs, Electrical Engineer, New York City: 

There is one thing which has not been discussed in connection ees. 
with private ownership, and that is the question of rates charged 
for electric current. These rates vary from one cent to fifteen cents 
in the same community. and are made apparently without regard 
to the cost of producing the current. This is something that could 
not occur, either under proper regulation, or absolute municipal 
ownership. These rates are not based on the cost of service at all, 
but on so-called competitive conditions. 

In a recently published report of the National Electric Light 
Association, it is stated “We have come to the conclusion that 
these results (meaning greatest extension of business) can best be ob- 
tained by adjusting the various rates to the value of the service 
rendered.” This, you see, has nothing to do with the cost of per- 
forming the service. In fact, the rates are to be based on what the 
traffic will bear, and not on the cost of the service. This is a de- 
structive principle. It means that if we take the transportation 
facilities for an example and a firm has its own omnibuses or its own 
carriages, it would be entitled to lower rates of transportation, or 
if a firm put up its own power plant, it would be entitled to lower 
rates on electricity, or if a gas plant to supply its own gas, it should 
receive lower rates on gas. In fact this is precisely the position 
taken by the private utility companies. This question seems to 
me to be one of the most important questions before us in this whole 
discussion. 

I think, too, that the question of regulation of private utilities 
should be viewed from the point that the city is really the owner of 
the private utility and should be represented in its direction. I 
see no reason why the city, as a city, should not be represented in 
the directorate of a private utility corporation and have as much 
voice as the owner of the company himself, for in that way alone 
we can get efficient regulation. 

Under the present condition, things are merely a burlesque, 
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electric companies and the ‘lem. 

For five years the fight has been going on for fair rates in that 
y, and nothing has been accomplished, because of the obstructive 
pret oes of the commission. These statements may seem very 
plain, but they are what is in everybody’s mind and published in 
every paper. 


Mayor Hocken: 
We have had a very interesting illustration in our city of Toronto 

7 _ Tecently of the point which the gentleman from New York raises, 
M7 and I think it will be of interest to this meeting. 
: Our hydro-electric power system has been established to sell 

power at cost. It is operated by a commission of which the mayor 
is an ex-officio member, and it buys its power from the Provincial 

Commission, which in turn buys it from a development company 
at Niagara Falls. Recently a very large contract was made by a 
company, the Canadian Stewart Company, which is doing a large 
work in our harbor, and when the Hydro-Electric Commission came 
to compete for that business, we could not do so successfully, because 
we would not go below the price to the Canadian Stewart Company, 
_ that we are selling to the people of our city, but the competing com- 
pany, for some reason or other, and I am not going to ascribe any 
motive to them, made a price for this contract that was lower than 
the price we have to pay for the raw power from Niagara Falls. 
The point I want to make is this: where you have a municipal 
_ system, it will be operated upon an absolutely fair basis. A _ pri- 
_ vately owned company is seldom operated upon a fair basis, because 
it sells power to one favored customer for one quarter of the price 
it is getting from other customers, and is, therefore, continually 
_ discriminating against customers, which is not only unfair to our 
city, but must be very unsatisfactory to all who get their power 
from that company. 


Mr. H. W. Asnury, of Rathbun, Jones Engineering Company, 
Toledo, Ohio: 

There are a number of commissioners of various states present, 
Mr. Chairman, and I suggest that it would be of great interest to 
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this audience to know upon what basis these public service com- 
panies are authorized to make the rates they now charge, as illus- 
trated a moment ago by the gentleman from Toronto. 

It is a course pursued in almost every state to have two meters 
on one premise, one meter that will register the current that comes 
from the same engine and the same power house at three cents 
per kilowatt and adjacent to and immediately alongside, with all 
the same expenses attached, is another meter which registers at the 
rate of ten cents. Those rates are authorized by the state public 
service commissions, some members of which are present, and it 
would be of great value to this audience, and I as a delegate would 
like to know upon what theory such rates are charged and upon 
what principle these rates are authorized. 


Hon. D. W. Witpur, Mayor of Poughkeepsie, New York: 

I am serving my first term as mayor of Poughkeepsie and the 
first year of that term. Before I had been in office five months, the 
contract for street lighting was about to expire, and it became my 
duty to take up the question of the renewal of the contract. The 
electric light people voluntarily came before the common council to 
discuss the question of renewal which they desired to put in force 
upon the basis of the old contract. 

Upon questioning the president of the local company, Mr. Beal, 
he gave me the following figures as analyzing the cost of producing 
the current used by the city of Poughkeepsie, their claim being that 
they were serving the city at cost, and did not desire to make a 
profit out of the municipality. 

These are the figures making up the united cost of a single arc 
lamp, which costs $76 per year for burning 4,000 hours or an average 
of 11 hours per day: 


Current delivered to lamp $0.0142 kw. 


Distribution costs........ 0.0156 kw. 
00102 kw. 
Depreciation.............. 0.01 kw. 
Sundry Expenses......... 0.005 kw 

$0.06 kw 


Figuring this out from the kilowatt hours used, from the stand- 
ard of lamps in service, it comes to almost exactly 6 cents per 
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kilowatt hour for the current consumed, whereas it is a well known 
fact that the electric light and power company in Poughkeepsie is 
doing precisely the same thing that this gentleman here today stated 
other power companies are doing in other cities, that is, selling cur- 
rent for power purposes in some instances as low as 1 cent, in 
others 14 cents, and 1} cents per kilowatt hour. 

The question I want to bring to the attention of this assembly is 
this: If the current delivered to the lamp costs $0.0142 per kilowatt 
hour, how can they sell current at 1 cent to power users? The 
$18.14 per year for the current delivered takes in station charges, 
coal maintenance, etc., which is expressed per kilowatt hour at 
$0.0142. They are selling current to certain users at less than the 
price they claim it costs to deliver it to the lamp. 

If they can do that, why cannot they do the same thing with the 
city? In other words is it just for any utilities corporation to 
charge the municipality 6 cents per kilowatt hour, when it is sell- 
ing current to power users or traction companies at 1 cent per 
kilowatt? 

That is a subject I would like to have some light on. I may say 
that I have not yet renewed the contract. The subject is still under 
discussion, and I am very anxious if any public service man is here 
to have him tell me if I am on the wrong line in trying to get this 
particular corporat‘on to establish a lower rate. I would like in- 
formation, and my one desire is to treat this problem with absolute 
fairness, both to the city and to the public service corporation. 


Mr. Cuarues Day, of Day & Zimmermann, Philadelphia: 

I believe a simple illustration will serve to show why different 
rates for different classes of service are consistent with the theory 
of uniform rates from the standpoint of cost plus a reasonable profit. 

Certain operating expenses, such as those incurred through 
reading meters, making out bills, collecting accounts, as well as 
many other charges, do not vary in direct proportion to the amount 
of current consumed. For example, it costs no more to make out 
a bill for a large power consumer than for a residential customer. 
Then again, there are other items of cost which increase only after 
the consumption exceeds a certain amount, so that they are also 
stationary within fixed limits. For example, the interest on money 
which must be spent to connect up a customer is independent 
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of current used by the customer until the consumption reaches a 
point which requires the installation of larger wires, meter, etc. 

Let us assume that charges of this kind, which might be termed 
“stationary charges,” for a given class of customers amount to 
90 cents per month per customer and that 3 cents per kilowatt hour 
would yield a fair return upon those costs which increase in direct 
proportion to the current used. Then if 10 kilowatt hours were 
consumed by one customer during a given month, the bill would 
be 90 cents plus 30 cents or $1.20, which would be equivalent to 
12 cents per kilowatt hour. If, however, this customer used during 
a subsequent month 100 kilowatt hours, then his bill would be 90 
cents plus $3 or $3.90, which would be equivalent to 3.9 cents per 
kilowatt hour. 

For very large consumers, the stationary costs, although greater 
than for small consumers, are almost nominal as compared to the 
current costs. It is for this reason that large consumers are fairly 
entitled to much lower rates when considered from the standpoint 
of kilowatt hours, than residential customers. An important factor 
in this connection, which must not be overlooked, is that the small 
consumer usually takes current either during peak periods or, in 
any event, but for a short part of the day, whereas the large con- 
sumer uses current for a much larger proportion of the day and off 
peak. In the latter case it must be obvious that the interest and 
depreciation cherges per kilowatt hour incurred through the oper- 
ation of the necessary power plant equipment, lines and trans- 
formers would be much smaller than in the former. Except for this 
condition, the charges relating directly to the cost of current are 
no greater for a residential customer than for the largest power 
consumer. 

It must be apparent, therefore, that rates cannot be equitable 
to all concerned unless they conform to the characteristics of oper- 
ating costs, some of which vary with the number of customers, some 
with the expenditures which must be made in order to serve the 
customer and others in direct proportion to the amount of current 
which is sold. General argument and discussion will not lead to 
any useful result. What we must have is an intimate knowledge 
of the factors which comprise operating expenses in each case. I 
have endeavored to emphasize in my paper the paramount impor- 
tance of this basis of rate-making. 
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management of public service peopertics, are solved in a manner 
which will accord directly with the facts at issue, then the way will 
be paved for the prompt and satisfactory solution of many of the 
broad and less tangible issues which have been discussed by the 


I understand from your paper and from the tone of your re- 


marks that you favor a basis of rates, or a principle of rates by the 
public service corporation, that would be figured on the cost of the 


service. Isthatright? 


( I think, of course, that that is the principle that everybody 
_ seeks to have in effect. Argument would be useless on the method 
_ of reaching that basis. 


Mr. Asuuey: 
What I did inquire, and what I rise to make more plain is, I 
_ wanted some member of some commission to tell me why two meters 
». _might be placed in my residence, one registering current at 3 cents 
* and another registering current at 10 cents; one of them may be 
used for cooking and the other for light, but both consuming the 
game amount of current and taking the same expense to read the 
meter, and the same amount of wire to carry the current. Why is 
one authorized at 3 cents and another at 10 cents? =a wd! hs 

Mr. Day: 

; Of course, the only justification in that case would be the nae 
of burning. yey 


There isn’t any difference in hours, because they all burn at 


the same time. My dinner comes to me right where I want it— — 
under the light. 


Day: 
Well, then, on the basis of reasonable service, under the condi- 
tions you state, those two rates cannot be reconciled, 
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Open DIscussIONn 


ASHLEY: 


If we could agree that the rates of public service ecxpesttions i! ne 
selling light and power could be made up on the basis of cost of 
service, or classes of service, which is probably the only practical 
means of dealing with the question, the problem would very largely - 
solve itself. It is not a very difficult question, I take it, to take — 
these three, four or five classes of service, and the different factors 
that enter into them, and determine a relative and just rate or price 
based on the relative cost of that service? 


Unfortunately it is an enormous task to get the lili 


Mr. 


but it is not an insurmountable one. 7 sa 


We are agreed then upon the basis; it is not as announced eS 


the meeting of the National Electric Light Association—on the _ 
basis of all the traffic will bear,—but on the basis of what the costs 
are? 


alia 
Mr. Day: 


Absolutely on the basis of cost, plus a reasonable oie 


Mayor Hocxen: 
Mr. Day, in speaking of rates, I thought perhaps was referring - .. 
to and answering what I had said. So I would like to quote for his" 
information and for the information of the delegates, our rates for 
alternating current power, which are identical in principle to all our 
different classes of power. We make a charge to the ordinary small | 
manufacturer of $1.35 per horse power per month, or 10 horse power, " 
whether or not the current is used, plus $1 per horse power per 
month for the excess consumption, plus a unit charge of 14 cents — 
per kilowatt hour for the first 50 hours’ service, plus 1 cent per 
kilowatt hour for the next 50 hours’ service, plus $ cent per kilowatt 
hour for all excess service, subject to discounts for prompt monthly 
payment and according to duration of contract, as above mentioned. 
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AND STATE REGULATION OF MUNICIPAL 
UTILITIES 


ReMARKS OF Hon. Purroy MitTcHEL, As PRESIDING OFFICER 


Fellow Mayors and Ladies and Gentlemen: When Mayor Blank- 
enburg requested me to join with him in issuing the call for this 
conference, I did so very gladly because of the dual purpose that 
I understood would underlie the deliberations that are going on 
here in this city at tle present time. I urderstood that the mayors 
of American cities were invited to come here to consider the estab- 
lishment of what I may call perhaps a clearing house of informa- 
tion concernir g publ'c service corporations—a clearing house through 
which the various cities of this country could learn authoritatively 
the facts on which their judgments and their actions in dealing 
with the public service corporations of the country might be predi- 
cated. We in New York have felt the necessity for some agency 
through which we could obtain authoritatively this information, for 
we have lacked it many times in the past. Today, when we are deal- 
ing with our electric lighting corporations, we lack certain essential 
and fundamental facts on which to predicate our judgments. The 
commissioner of water supply at this moment is called upon to sit 
in judgment to fix the rates of the private water companies oper- 
ating in the great Borough of Queens—a power and a duty con- 
ferred upon him by the statutes of the state; and yet he lacks the 
information at present which would permit him to fix those rates 
authoritatively and to relieve the people of the Borough of Queens 
from the burden of overcharges from which they allege that they 
are suffering at the present time. I have in mind, too, my own 
experience as president of the Board of Aldermen, when the city 
of New York was dealing with the great problem of rapid transit. 
There were there a multitude of questions, all of which for their 
settlement required an intimate knowledge of the business of the 
public service corporations with which we were dealing. Millions 
of dollars turned on questions of obsolescence and depreciation. 
We went out and tried to get our facts by asking the advice of 
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men versed in railroad business, and it was only with the greatest 
difficulty, and after the most careful investigation, that we finally 
secured the body of facts on which our judgment was predicated, 
and even then, as many of you will doubtless recollect, there was 
a wide and radical divergence of opinion when that question finally 
came up for settlement. 

The other purpose of this conference, as I understand it, was 
to discuss the question of state regulation as against local regula- 
tion of public utilities. 

Now, my friends, we have reached in the United States, very 
much more quickly than seemed possible six years ago, a condition 
where regulation of public utilities is taken as a matter of course. 
Forty-five of the forty-eight states now have public utilities com- 
missions, and in a number of cities, particularly in the west, there 
are municipal agencies for fixing rates and controlling the character 
of public utility service. We have progressed so far in this direc- 
tion that a non-regulated public utility is almost as foreign to the 
thought of managers of public service corporations as it is to pub- 
lic officials and communities for whose service these corporations 
are established. 

In the last ten years there has been implanted for all time in 
the conscience and the will of the American people an ineradicable 
hostility to the exploitation of communities by public service com- 
panies and to prodigality in franchise grants. As we have reaped 
the benefits of regulation and have established new standards for 
franchises, the old hostility to public utility corporations has very 
largely waned. This has been helped by a decided change in the 
managerial policy of many of these corporations, which have sought 
to win the approval of the public by effective service and fair treat- 
ment, rather than to extort maximum profits with a minimum of 
service. This is not only a well-considered policy from the stand- 
point of good business, but from the standpoint of public opinion 
as well. 

The American people are no longer content to suffer imposition 
at the hands of publie service corporations on the theory that these 
corporations are public benefactors ministering to wants unsatisfied 
because of public impotence. I think that we may safely say that 
in every great city in America public opinion has reached this point, 
that it expects and demands a very high grade of service from its 


public service corporations, and clean, efficient and seengnaranen 
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management of its utility enterprises. It is prepared, in case such 
service is not forthcoming, to utilize the resources of the community 
to provide the necessary conveniences of community life through 
public ownership. 

Public ownership is no longer a creed or a propaganda directed 
against an intrenched and irresponsible public-be-damned policy of 
corrupt utility companies. It has become now a reserve power, 
of which the cities are conscious, to be called on in case private 
management fails to improve the standards of service which con- 
temporary public opinion demands. 

What cities want is a high quality of service at rates which are 
just in the sense that they make adequate returns on fair invest- 
ment and provide for the proper upkeep of operating properties. 
There is no considerable public opinion in favor of exploiting the 
public utility companies in the temporary interest of the public, 
because men who have given thought to public utility questions 
realize that you cannot mulct a public service corporation, any more 
than you can any other corporation, of its just profits and expect 
efficient management; that you cannot demand low rates at the 
expense of proper funds for depreciation, for obsolescence and for 
maintenance; that you must have fair wages and just labor con- 
ditions before you can think of rate reductions. In other words, 
that the first considerations are service rendered to the public and 
a wholesome, sound management of the enterprise; after that you 
can consider rate reductions or revenues for the benefit of the city 
treasury. 

I did not mean to be understood to say that we now condone the 
short-sighted policy of those who in the earlier days of our great 
city practically gave over in perpetuity the most precious asset in 
our community life, the right to perform services for profit which 
every member of the community requires. We realize in those 
cities where the cost of government is mounting rapidly, because of 
the complexity of social conditions resulting from their enormous 
size and as a result of the tremendous expenditures required for the 
physical development of vast territories, how valuable would be the 
possession of those enterprises to provide revenue for the benefit 
of the whole public. 

Think of what the condition was, before these awful later days, 
in German cities. For example, in Dresden a considerable part 
of the municipal revenues is derived from the profits of publicly 
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owned utilities, and the service of those utilities is in conformance — 
with the demands of that community. But in New York our taxes 
increase to meet the burden of the vast annual charges for debt 
incurred for streets, schools, hospitals and subways, and there is 
only a meagre countervailing revenue from the enterprises which 
derive their sustenance from the use of the property which belongs 
to all the people of the city. 

But I close the door to all this, for we are not advocating = 
conversion in New York of those enterprises from private to public 
ownership; but we are definitely committed, as we have been for the 
past seven years, to a policy of rigorous control of their management — 
through the service of a state commission. 

In New York our public service commission is divided into two — 
divisions of equal number and equal power. The first division has 
jurisdiction only over the greater city, and the second division over | 
the rest of the state. Both commissions are appointed for a term — 
of years by the governor of the state. The commission controlling 
the utilities of New York City is not only irresponsible in New York 
to the electorate of that city, but it may levy on us practically with- ‘ 
out limit for funds it deems it necessary to expend for its purposes. 

We have benefited a great deal in New York from the work of 
the public service commission, but I believe that this benefit has been 
as much indirect as it has been direct. The presence of the com-— 
mission and the temper of public opinion that its creation repre- 
sented brought about a decided change in the policy of our great 
public service corporations. Perhaps nowhere in the world is the 
problem of public utilities regulation so complex and so extensive as it. 
is in New York, where we have one hundred and two (102) eet: 
companies with a combined capital stock and funded debt amounting — 
to $1,100,000,000. 

Our commission in New York is now primarily a commission of 
construction, for it has committed to it the enormous function of — pe 
a rapid transit board charged with the development and construc- 
tion of the city’s rapid transit system. It is now engaged on the 
huge enterprise of building approximately four hundred track miles of 
new subway and elevated lines which are to make up our extended — 
rapid transit system. Its principal energies are directed to this 
problem, and in the execution of this task it is working in codper- 
ation with the two principal street railway companies that control 
the vast majority of the city’s rapid transit lines. 
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In a sense, therefore, the state and city have gone into part- 
nership in New York with the public utility corporations. They have 
pooled their interests so far as the new rapid transit routes are con- 
cerned. We are now looking forward definitely to the time when 
there will revert to the city all the subway and elevated lines em- 
bodied in the extended system, the cost being amortized during the 
period of the franchise which will terminate finally about the year 
1966. Meanwhile the lines are in the hands of private companies, 
those parts of the system built and owned by the city being under 
lease to them 
Ac.) r That the public service commission has been a great benefit 
ow to New York cannot, as I have said, be questioned. Some of 
# “i have felt at times that it lacks in aggressiveness, that it is insuffi- 


ciently constructive, that it speaks not so much of the strength and 
purpose of the community as it does the mandates of the law which 
created it. We do not feel that it is a part of us, that it is closely 
enough in touch with public thought. I, personally, felt this to such 
an extent that on becoming mayor I undertook to have organized 
in the law department of this city a special division on public utilities, 
which is prepared today to prosecute complaints before the public 
service commission as a regulative body, and is intended to repre- 
sent the people of the city of New York in their relations with 
public service corporations. 

A state commission, I think, may be said to acquire after 
a while a somewhat supernatural, almost a deistie character. It 
grows remote and in a measure intangible. For this reason I have 
thought sympathetically of a plan to establish a local commission, 
which will be responsible to the people of the city, which will speak 
the voice and interest of the people of the locality and be alive 
_ to the demands and necessities of the community which it is estab- 
_ lished to serve. After all, there is a very intimate relationship 
between the corporate life of a great city and the smaller but very 
powerful and influential corporate entities which operate public util- 
ities in the community. You cannot divorce them. The state, on 
the other hand, is in large measure an abstraction. It has no per- 
sonality, no heart, no appetite, no desire as the city has. 
oe i But I must not anticipate the discussion which is to follow. I 

have ventured to speak aloud these thoughts on this subject in 
order that I myself, with you, may be prepared for the interesting 
discussion which is now to follow. 
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The policy of regulating private economic enterprises through aa 

the agency of government is as old as the common law. The com- . 
mon law represents the prevailing public opinion which in turn is 
influenced by the ideals of the period. Public opinion, however, 
has always demanded that government protect equally against those 
forces which threaten life as well as those which threaten the means 
of living. During the Middle Ages the policy of regulating economic 
activity was general and comprehensive. During modern times the 
policy has largely been reversed. Competition is now depended 
upon to regulate prices and conditions in practically all undertakings 
except those which, like public utilities, are monopolistic in their 
nature and which furnish necessary service. In the case of such 
utilities public welfare demands that the government shall step in 
and furnish such protection as may be needed. The government 
regulation which is implied in such protection, in order to be both 
effective and reasonable, must be adjusted to the nature of the service 
and the conditions under which it is furnished. 

The power to thus regulate is vested in the sovereign, or under 
our form of government, in the state. State regulation of this kind 
may take the form of specific legal provisions alone or it may take 
the form of such laws administered by a state commission. The 
state may also delegate the duties and work of such regulation to 
any of the various local units of which the state is composed, such 
as cities, villages, etc. When such regulation is so delegated to the 
local units it may take the form of franchise or ordinance provisions 
alone, or may consist of such provisions administered by a local 
commission or department. 

The purpose of such regulation is to see to it that the public 
is adequately served at reasonable rates, without unjust discrimi- 
nations, and that the securities issued are as closely as possible 
adjusted to the amounts necessarily and properly invested. The 
regulation of such security issues is of such a nature however that it 


probably need not be discussed here, 
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That service is usually regarded as adequate which conforms to 
certain standards which have been found to be reasonable or fair 
under the circumstances. Such standards for each class of utilities 
should be developed in the light of the state of the art and of the 
technical operating and other conditions involved. 

Reasonable rates under normal conditions are rates that yield 
reasonable amounts for operating expenses including depreciation, 
and interest and profit on the fair value of the plant and the business. _ 
In other words, such rates must in the long run be high enough to | 
cover the cost at which the factors of production can be had. The 
cost of these factors thus constitutes the cost of the service and is 
ordinarily the legal as well as the economic basis for the rates. 

While it is generally admitted that governmental regulation of 
the services and rates of public utilities is necessary for the pro- 
tection of the public, there are differences of opinion as to what 
form such regulation should take. Some prefer state regulation 
through a commission; others again hold that such regulation should | 
be entrusted to the municipality actually served by the utilities. 
In order to pass upon this question it would seem to be necessary 
to know how such regulation can be most effectively, most equitably 
and most economically performed. My purpose here simply is to 
point out a few facts and conditions that may tend to throw some 
light upon these matters. In doing so I will briefly outline the 
nature of the duties involved, and call attention to a few of the lead- 
ing features of the work that is required in properly performing these 
duties. If in doing so I shall seem to favor state regulation it is’ 
because the facts as I have found them point in this direction. 

The injuries wrought by inadequate service may be as serious 
as those caused by unjust rates. Impure gas with less heating 
value than the rates justify, and on which the pressure is too low, 
is unprofitable to the user. In the electric service too high voltage 
may injure lamps and other equipment while too low voltage results — 
in dim lights and poor service in other respects. Low pressure in 
the water service may result in serious losses through fires and in 
much other inconvenience. Insanitary water may be even more 
harmful. Defective telephone service with delays in answering calls 
results in wastes of time and other annoyances. This is also true 
of inadequate street railway service. Poor street railway service 
may even lead to undue congestion of population, especially in the — 
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larger cities. This may also be said of failures to provide reason- 
able extensions of the service when needed. 

Poor service is uneconomical, irritating and a fruitful source of 
dissatisfaction and complaint. It is often responsible for the greater 
part of the ill-feeling between the public and the utility that exists 
in so many places. Such service, however, can as a rule be furn- 
ished at lower cost by the utility than good service and it is in this 
fact that the incentive to poor service is found. To furnish inade- 
quate service, especially when the rates charged are high enough to 
cover the cost of adequate service, is an unjust imposition upon 
the public. For the consumers are ~s much entitled to get what 
they pay for as the utilities are i. ciuarging reasonable rates for 
adequate service. Any other view would be unfair as well as 
inequitable. 

In order that the utilities may be fully informed as to what 
is required of them in the way of service, state commissions have 
as a rule prescribed standards of adequacy for electric light, gas 
and telephone utilities, and conformity with these standards is in 
all cases enforced. In water works the service is not allowed to fall 
below a fairly definite level of efficiency. In the case of the stand- 
ards of gas, electric and telephone service many state commissions 
have conducted extended investigations in order to obtain the facts 
and material necessary for an intelligent study of the matter. Not 
only the operating conditions of the utilities, but all of the technical 
and non-technical phases of the matter were looked into. Owners 
and operators of utilities, as well as experts and persons of experi- 
ence not connected with such utilities, have been consulted at 
almost every step. 

The Wisconsin commission’s requirement for gas service is that 
the gas have a heating value of at least 550 British thermal units 
at all times, and a monthly average of at least 600 British thermal 
units. This gives a grade of gas which is high enough in heating 
value to be satisfactory for cooking, for mantle lights or for power, 
and at the same time is not too high to be manufactured efficiently. 
The pressure at which gas is furnished to the consumer at all times 
must be sufficient; the maximum pressure must never be more than 
twice the minimum. The commission also prescribes the amount 
of sulphur and sulphurated hydrogen which the gas may contain. 
Gas meters must be periodically tested by the gas company, and an 
error of more than 2 per cent must be corrected. 
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: ‘ In the case of electric utilities, the standards require a voltage 
7 . sufficiently constant so that the maximum shall never be more than 
«6 ~ per cent higher than the minimum. Electric meters must be 
- inspected at least once a year and tested at full load, half load and 
one-tenth load, and an error of more than 4 per cent on any load is 
not permitted to continue. Incandescent lamps must be inspected 
and the consumers must be given information as to the conditions 
under which their lighting installations can be used most efficiently. 
In the case of telephone service, where delays in answering calls 
or making connections, poor transmission, frequent calling of wrong 
numbers, and other similar inadequacies of service are found, the 
go Bea. rg companies are required to make improvements which will 
result in elimination of the causes of complaint. 

Inspection of water utilities covers such matters as adequacy 
of fire pressure, sufficiency of pressure for domestic users, purity 
of the water supply, accuracy of meters, and adequacy of the source 
of supply. Fire tests have been made in many cities, and have 
resulted either in the ordering of improvements in pressure or in 
assuring the citizens of the adequacy of their water works systems. 
In some cases, improvement in the sanitary quality of water has 
been effected through the commission’s tests. Demands for the 
extension of water and other mains are investigated, and when the 
conditions with respect to their cost, probable earnings and the 
needs of the public are such as to warrant it, such extensions are 
ordered. 

Another matter that has received much attention is the routing, 
loading, headway, the number of cars and other equipment that are 
needed under given conditions in order to provide adequate street 
railway service. Rules have been promulgated and practices estab- 
lished that have led to material improvements in the conditions. 

In order to bring about such improvements in the service, how- 
ever, it was necessary not only to prescribe proper standards and 
rules, but to provide for a permanent and constant supervision of 
the service. The state has been divided into districts with one or 
more inspectors in each who are competent and who are also prop- 
erly equipped for testing the service. This work requires special 
training. The instruments required are sensitive, and the cost of 
the same for each inspector is not far from $1,000. 

Owing to frequent changes in conditions, however, service stand- 
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ards no matter how carefully they have been established are not 
long lived. The standards which were established by the Wisconsin 
commission were out of date and had to be greatly modified in a 
less time than five years from the time they were first issued. The 
changes in conditions which make such frequent alterations in the 
standards of service necessary can for the most part be traced to 
the adoption of new methods and new inventions, some of which 
are also quite far reaching. As a rule, however, they stand for 
improvements in the service and often at less cost. 

Much is now claimed for local regulation of utilities, by the 
municipalities alone. Instances are pointed out where local regu- 
lation is said to be successful and many reasons are given why this 
form of regulation offers the best solution of the question. There 
are no doubt instances of successful local regulation. It is also prob- 
able that these instances will increase in number as time goes on. 
At the same time local regulation is beset with many obstacles that 
are inherent in the situation and that are difficult to overcome. 
That this is the case is shown by the history of such regulation as 
well as by the nature of the problems that are involved therein. 
To many who have given close attention to the matter it is far from 
clear that local regulation alone is adequate and in line with the 
best policy. 

Franchise and ordinance provisions alone, especially when not 
accompanied by adequate provisions for their enforcement, seem 
to fall short of furnishing adequate regulation. Taken as a whole 
they appear to afford no better means for such regulation than has 
been the case for state legislation alone without a commission to 
enforce it. 

Franchises are granted for long periods of years, and the pro- 
visions named therein are usually supposed to remain in effect 
throughout the entire life of the franchise. For conditions which 
remain constant, permanent provisions of this kind are undoubtedly 
proper, but for conditions which are frequently changing they may 
become burdensome and unjust to one side or the other. As the 
conditions upon which adequate service and reasonable rates depend 
are changing so often that the standards of service and the rate 
schedules frequently have to be revised as often as once every year 
or two, it is obvious that franchise provisions of this sort alone are 
not likely to furnish adequate regulation. 
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_ Franchises also as a rule contain so many other provisions of 
a contractual nature that the provisions therein which relate to 
service and rates do not often receive the consideration they merit. 
In fact the rules of service and the rate named therein are oftener 
based on rules and rates obtaining elsewhere than on facts disclosed 
by actual investigation of the conditions, including the cost of the 
service. This method of adopting rules and rates cannot often be 
proper and this for the reason that conditions as between different 
places usually vary so much that rates and rules that are reasonable 
for one place are not often reasonable for other places. 

Of the franchises which were in effect in the state of Wisconsin 
at the time the public utility law was enacted, hardly one has been 
found which contained adequate provisions for the regulation of 
service and rates. The rules and rates named therein may have 
been reasonable at the time they were enacted, and they may even 
have remained so for some time afterwards, but they were wholly 
out of place at about the time the utility law went into effect, and 
had apparently been so for some time. These rules were not only 
out of date and inadequate but the rates were as a rule too high 
and unjustly discriminatory. These discriminations extended not 
only to the different branches of the service and to the: different 
classes and to individuals in each branch, but were regularly found 
to exist between the municipality on the one hand and the private 
consumers on the other. While these provisions in the franchises 
neither were nor could be very closely adhered to, they were always 
regarded as a part of the contract and were effectively raised by the 
utility in service and rate controversies. They were also an obstacle 
to effective regulation. It was for these reasons mainly that the 
state of Wisconsin under its reserve power has declared unreason- 
able franchise provisions of this kind to be unlawful or void. 

What has thus been said of franchise regulation would also 
- seem to largely apply to such regulation as is afforded by municipal 
ordinances. It is true that the rules and rates named in such ordi- 
nances are sometimes based upon the opinion of experts who were 
_ employed to investigate these matters, and that they therefore may 
have been fair at the time they were enacted. But even if fair when 
enacted they are not likely to long remain so. Unless, therefore, 
some provision is made for making such changes in these rates and 
rates as are needed from time to time they will soon be out of line. 
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To make such changes is not always as important a task as is the 
task of making the original rates and schedules and yet it is too 
important in most cases to be left without supervision to the parties 
directly involved. 

The cost of such special investigations as those which are neces- 
sary for this purpose, when made by others than a permanent state 
department, is also likely to be beyond the reach of at least the 
smaller cities. Such costs for plants that can be replaced for from 
$2,000,000 to $4,000,000 often amount to as much as from $25,000 
to $50,000. Ordinances of this kind are as a rule tested in the 
courts, and not being defined by a properly equipped department 
are apt to be either set aside or the verdict delayed until their very 
purpose is defeated. r 

The chief objections to regulation by municipal ordinances are 
summed up by Judge McPherson in the Des Moines Water Case, — 
192, Fed. 193, who, in pointing out the shortcomings of this — 
of regulation, says: 


This case illustrates the evils in connection with the fixing of rates by mu- — 
nicipalities to govern public utility corporations, . - « by the 
time this case is decided by an appellant court, at least four years will have 
elapsed from the passage of the ordinance until the matter is put at rest — 
by the courts . . . . It is well known by all informed men that 


what rates ought to be fixed. The result is we have ordinances fixing rates 
based upon but little intelligent effort for the ascertainment of the facts. 
Some of the states . . . . have state commissions of competent 
men, who give public hearings, and who do nothing behind doors, nor in 
secrecy—a commission with no member interested as a taxpayer of the city, — 
and with no member subject to influences other than the ascertainment of | 
the truth and the facts. Rates are thus fixed with which most fair minded | 
people are ready to acquiesce. It is strange that we have no such legislation _ 
and no such commissions in Iowa. 


When such ordinances are fair and properly adjusted to the 
conditions, however, and when in addition to this they are enforced _ 
by some local body with the necessary powers and equipment for _ 
this purpose as well as for making such changes in the rules and 
rates as become necessary from time to time, then they are also 
likely to furnish effective regulation. One objection to such a body 
is its cost. As pointed out above local commissions seem for this 
reason to be bey ond the reach | of all but the larger cities or units. 


It is now more than three years since the passage of this ordinance. _ 


city councils necessarily adopt rates with but little or no investigation as to J , 
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Such commissions would also be handicapped in their work because 
of the lack of financial, operating, and other data obtained on a 
uniform basis. It is also a question whether in most cases they 
could be given the necessary jurisdiction. As stated above, regu- 
lation of public utilities is essentially an undertaking that is adapted 
to centralized or codperative methods. 
That the necessity for regulation is not obviated when the 
utilities are owned and operated by the municipalities is quite clear 
f from such experience as we have had in the matter. Such utilities 
_ furnish no better service than privately owned or operated utilities. 
In fact, it is often a great deal worse. Municipalities are as a rule 
_ slow in responding to new discoveries and improved methods and 
they often fail to properly list and supervise their meters and other 
- equipment. Examinations of the inspectors’ reports, at least in our 
state, reveal the fact that while some municipalities furnish good 
service, the service in the greater proportion of them is on the whole 
= on a lower level than is the case for privately operated plants. 
When it comes to rates, the situation for municipally operated 
utilities is no better. When the commission first entered upon its 
duties it found the state literally streaked with unjust discrimina- 
tions of all kinds and these discriminations were as flagrant in munici- 
pally operated as in privately operated plants. While these dis- 
criminations have now been largely done away with, the task of 
_ wiping them out was also fully as great for the former class of plants 
as for the latter. The same is also true when it comes to estab- 
lishing and to maintaining equitable rates. While the rates charged 
by the municipally operated plants are often relatively low, this 
_ Jowness in the rates is not often due to low cost of production of the 
service, but largely because in one way or another upkeep and other 
costs are in one way or another shifted from the consumer as such 
to the taxpayer as such. 
In the matter of accounting also the municipality is backward. 
2 fact, the situation in this respect has been such that although 
_ the commission has done its best to bring order out of chaos, the 
progress it has made has been slow. In 1912 about 161 out of the 
177 municipally owned water works and electric plants in the state 
failed to keep their accounts in such a way that they could be made 
to disclose the results of their operations. Over $16,000,000 worth 
of property was represented by the plants which thus failed to keep 
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proper records. For this property and for its earnings from oper- 
ations, and for the expenses incurred therein, the accounting was 
entirely inadequate. 

Uniformity in policy in the application of principles and in 
obtaining information and facts is of the greatest importance in 
matters of a public nature such as the regulation of public utilities. 
The situation in this respect is about the same for regulation as for 
taxation. In the assessment of property for taxation it has been 
found that uniformity and justice could not be had from assessors 
employed and paid directly by those whose property was to be 
assessed. In order to secure uniformity in the assessment it has 
therefore been found necessary to delegate this work to state admini- 
strative bodies. The removal of assessors from local influence by 
having them appointed and paid by the state and responsible only 
to the people generally has given them that independence of judg- 
ment and action which alone can give an approach to equality and 
uniformity of taxation. The analogy to the power of regulation is 
surprisingly complete in this respect. Judiciousness is not a func- 
tion of political activity or of personal wants and preferences. It 
is rather a function of painstaking and independent investigations. 
It requires a consideration of what is humanly possible. It demands 
financial or political disinterestedness. Fair hearings must be given 
to both sides. A mind to be judicial must be open and free. In 
passing upon public utility controversies, a city administration would 
often have to be both prosecutor and judge and the members of such 
administration would of necessity be personally interested in the 
service and rates involved. Such relations do not always lead to 
equitable conclusions and should therefore as far as possible be 
avoided. 

In many cases the rates are found to be unreasonably high as 
well as unjustly discriminatory. Rates that are too high and that 
under similar conditions are higher for some persons and localities 
than for others are harmful and against public policy. They result 
in unequal distribution of wealth. They mean that money is un- 
justly transferred from one set of pockets to other sets of pockets, 
and that a few are enriched at the expense of the many. They 
retard industrial development and commercial growth, and, in the 
same line of business, tend to build up some at the expense of 
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Rates that are too low may also be harmful. They usually 
- . stand for poor equipment and poor service. When so low as not 
to provide means for the proper upkeep of the plant they may even 
- Jead to the entire ruin or loss of the service. Instances where con- 

_ ditions of this kind prevail are frequently met with. They are 
detrimental not only to those who are directly affected, but to the 


public as a whole. Losses from poor service may be as great as 
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In order to determine what constitutes reasonable charges for 
— utility service it is necessary to determine the fair value of the prop- 
erty and business employed therein, and to ascertain what are fair 
allowances for interest, profits and depreciation on such valuation 
as well as what constitutes fair amounts for other operating expenses. 

Among the facts and evidence which must be considered in 

arriving at the fair value of a utility’s property are the original 
- investment in the property as a whole as well as of that part 
_ of it which is now in use, the cost of reproducing the property new, 
_ the depreciation that has taken place in the physical property, the 
cost of establishing the business and the effect of extraordinary con- 
ditions such, for example, as a general decline and other changes 
in the community. Unless the valuation of the property is made 
with full consideration of all these lines of evidence it may not be 
fair nor stand the test of a court review. 
7 y To ascertain the original investment in the property as well 
as the actual cost of the items now in place requires the codperation 
of trained accountants and engineers. Every item of expenditure 
must be carefully scrutinized. Expenses incurred for replacements 
must be segregated from those for extensions or the cost will be 
overstated. In many cases part of the cost for new plant has been 
charged to operating expense and unless these costs are fully deter- 
mined the cost of the property will be understated. Numerous 
other irregularities are also met with which must be adjusted before 
the true cost can be found. 

The work of ascertaining the cost of reproduction of the prop- 
erty and of the depreciation which has taken place therein is an 
engineering task. It requires complete inventories of the property, 
- a careful pricing of each item, a determination whether the property 
is of such type and in such condition that it can be economically 
used, a determination of the amount of depreciation from a survey 
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of its cost new and its probable life, a determination of the sufficiency 
of repairs or upkeep and many other facts of similar character. The 
pricing of property would be practically impossible without the 
possession of complete and up-to-date lists of unit prices covering 
every conceivable item of utility property. In general, it may be 
said that the work divides itself into and requires about as many 
different kinds of skilled engineers as there are departments of the 
science of engineering. 

In order to determine what has been the actual cost of building 
up the business or of the reasonable cost of reproducing the business 
under existing conditions it is necessary to get a complete financial 
history of the company from its books and records. There must 
be at hand full knowledge as to what have been reasonable returns 
in the past and what would be reasonable returns today. Data 
must be available showing how long it is normally required to repro- 
duce a paying business, what is a fair relation of expenses to earn- 
ings at various stages of the development period. To have these 
facts requires the most painstaking analysis and continuous research. 

When valuations are completed they are useful alike for rate 
making and capitalization purposes. They can be revised at a less 
expense and furnish a basis upon which future difficulties may be 
settled. What has been said about valuations and the service of 
engineers and accountants in connection with them applies alike 
to the rate-making and security-issuing functions. 

In order to determine what are reasonable amounts for oper- 
ating expenses it is necessary to know what these expenses have 
amounted to in the past, not only for the plant involved, but for 
other plants both similarly and dissimilarly situated. It requires 
a good general knowledge of the physical operations and what such 
work can ordinarily be done for. The efficiency of operation largely 
determines what the total revenues must be to meet the operating 
costs. Whether or not a particular utility is being operated effici- 
ently is often indicated by comparison of its costs with those of 
other utilities producing the same product and operating under 
similar conditions. 

How much should be included in the operating expenses for 
depreciation is a matter that largely depends on the cost and life 
of the property involved, the state of the art, how the amounts thus 
reserved may be used profitably until needed for renewals, and on 
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many other facts and conditions, and must be determined in the 
light of these facts. 

To know what is a reasonable amount for interest and profits 
on the fair value of the plant and business one should know the 
state of the investment and enterpriser market. In other words, 
one should know the approximate cost at which the necessary capi- 
tal and the enterpriser can be had in each particular case. This 
requires investigations of a general nature as well as under given 
conditions. 

When the total cost of the service has been determined it is 
necessary to so classify and apportion the various items therein 
that proper costs per unit can be obtained. Such unit costs are 
one of the requisites for scientific rate-making. 

The first apportionments in this connection consist of the allo- 
cations of the various groups which make up the total cost in accord- 
ance with their nature or the factors upon which they depend. That 
is those parts of the expenses which depend on the number of con- 
sumers should be classed as consumer expenses. Those items again 
which depend upon the capacity of the plant or upon the demand 
for service should be placed under capacity or demand expenses. 
Items of cost which depend on the output of the plant and which 
vary with such output should be classed as output expenses. 

The next step consists in properly apportioning each of these 
three classes of expenses between the various branches of the service. 
That is the total consumer expense should be borne by each branch 
in proportion to their respective number of customers. Likewise 
the demand expenses should be alloted to each branch in propor- 
tion to their respective demands mostly at the time of the peak 
load. In the same way the output expenses should be distributed 
in accordance with the output for each department. The respective 
consumer, demand, and output cost for each branch must in turn 
be distributed over each class of service therein in proportion to 
the number of consumers, the demand, and the output for each of 
these classes. The final result will then show, for each class of the 
customers, the proper cost per unit of each of the three classes of 


expenses named. These separations of the expenses involve com- 
plete demand, output and consumer data for each department and _ 


for each class of service, as well as accurate and comprehensive 
operating and traffic statistics generally. In cases of joint opera- 
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tion it also means a separation of the common expenses between 
the utilities involved. In addition to this it is often necessary to 
study transmission losses, the saturation of the territory, the nature 
of the uses to which the service is put, whether the service is metered 
or not, wastes and losses of all kinds, the adequacy of the service 
and numerous other facts and conditions. 

In order that the facts that are needed to pass upon the cost- 
value of the plants and their business and the cost of the service 
they perform may be available it is necessary that complete and 
accurate accounts and records be kept. It is further necessary that 
such accounts and records for each class of utilities should be uni- 
form throughout the state and that they should be regularly audited 
and inspected. Uniformity is needed in order that like facts for 
several plants may be obtained for comparative purposes. Without 
regular audits irregularities are certain to creep into the accounts. 
Where there are no rules of accounting prescribed and enforced by 
public authority, the confusion of accounting practices makes the 
analysis of a utility’s expense next to impossible. Until uniform 
classifications of accounts were made effective, many utilities did 
not even distinguish between new construction and ordinary running 
expenses. The result, of course, was that the reported operating 
expenses were of little or no value for rate-making purposes. It is 
only by continually explaining the importance of making proper 
distinctions of this kind and by assisting utilities through an account- 
ing staff, that the accounts and records will be so kept as to disclose 
the financial conditions of the utilities and furnish all the facts that 
are needed for making up proper rate schedules. 

Work of thus determining the cost value of the plants and the 
cost of the service and of prescribing and installing proper accounts 
and records and of auditing and inspecting the same requires the 
service of persons who have engineering, operating, accounting and 
statistical training; of persons who are familiar with values, oper- 
ating and financial matters, and who are competent to analyze 
and report upon such facts and conditions. The need of such serv- 
ices is also constant, for experience shows that both the valuations 
and the general rate schedules have to be revised every few years, 
that special rates including power rates have to be changed almost | 
constantly; and that there can be little or no let-up in accounting © 
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‘ The causes which thus lead to such frequent changes in the 
rates are numerous. In some cases they are found in increases in 
the business and in the lowering in the cost per unit of service which 
follows therefrom and which often make reductions in the rates 
possible. In other cases again the business may be falling off with 
the result that the costs per unit are increased, causing the existing 
rates to be too low. New inventions and discoveries in equipments 
and methods also have, as a rule, important effects upon costs and 
rates, tending for the most part towards reductions therein. Com- 
petitive and commercial conditions also play their part. They must 
as a rule be met by proper rates if existing business is to be retained 
and new business acquired. Even such facts as the seasons of the 
year and the time of the day the service is used may materially 
affect the rates for which the business can be taken on. 

It is a fact that adequate regulation of public utilities requires 
so much work of a technical and administrative nature for the 
promulgation and enforcement of proper standards of service and 
equitable rate schedules that many states have abandoned all efforts 
to so regulate directly through legislation alone and to adopt in 
place thereof a public utility law administered by a state commis- 
sion. The course of the states in this respect is almost identical 
with their course when the need of regulating common carriers was 
first felt. The regulation of such carriers was first attempted through 
direct legislation alone without adequate means for the enforcement 
of these laws. It was soon discovered, however, that such laws could 
not be made to fit the conditions even for the time being without 
more extended investigations than the legislature itself was in posi- 
tion to make; that the interests involved in their violation were 
great enough to keep those who had interests at stake from living 
up to these laws; and that the situation was in fact such that regu- 
lation to be effective and equitable would have to be entrusted to 
some administrative body with the necessary power and equipment 
for prescribing and enforcing proper rules and practices. 

This experience in the railway field has been repeated in the 
field of other public utilities. It has resulted in such systems of 
state regulation of both common carriers and other utilities as those 
which are now represented by our state public utility laws and com- 
missions. These systems therefore are the result of circumstances 
and conditions that are inherent in our industrial system. =. (Ws 
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The problems with which regulation has to deal are in fact so 
persistent in their tendencies, so far reaching in their effect, and so 
complex in their nature that in order to cope with them properly a 
separate regulating body is required that is entrusted with wide 
powers, backed by a strong government, has the broadest and best 
sources of both general and special information, and that is fully 
equipped in every other way to promptly deal with the enormous 
amount of work that is constantly coming before it. 

This work is also of such nature that it can be more effectively 
and more economically carried on on a large than on a small scale, 
under a stronger than under a weaker government. In the former 
case the jurisdiction is wider, the powers greater, the sources of 
information more complete, the practices more uniform, the needs 
of local communities in their relation to society as a whole more 
clearly seen. All this, and often much more is necessary for the 
most effective and equitable solution of the knotty problems that 
are constantly arising. That the cost is relatively less under a 
centralized system of regulation than under any other system is 
evident from the hature of the work and from the economic principles 
which govern the cost of activities of this kind. It is also shown 
by actual experience. The average cost for each case of the work 
of regulation in Wisconsin is considerably less than $200. For some 
cases the cost is of course much higher while for other cases it is 
much lower. For the Milwaukee gas case, for instance, it amounted 
to about $4,500, but this is a large plant and the valuation and the 
audit in this case were perhaps as complete as any that had ever 
been made. But even the cost of the Milwaukee gas case is much 
less than the cost of the valuations and audits made by forces tem- 
porarily organized for such work by outside experts. In fact, the 
charges of such experts for less complete work covering similar plants 
are often from five to ten times as much as this. These statements 
are based upon actual figures obtained from inquiries into these 
matters. 

In order that the public utility law might afford the public the 
maximum amount of protection the legislature under the reserve 
power amended the existing franchises by substituting therefor the 
so-called indeterminate permit which is a permit or right to occupy 
streets and highways for the purpose of furnishing the public needed 
service for compensation, subject to the provisions of the public 
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—_—* law of the state, including those which provide that the 
. utility at a fair price may be taken over or purchased by the munici- 
pality, and which also provide that when public convenience and 
necessity require it, the commission, charged with the administra- 
tion of the public utility laws, may authorize another or a com- 
peting utility to enter the field and furnish like or similar service. 
Until such competition is so authorized, however, the permit or 
franchise thus obtained is exclusive in its nature. 

The Wisconsin indeterminate permit may be said to be the out- 
come of the efforts that had been made from time to time to find 
some franchise or permit for public utilities to operate under that 
would go further in protecting public interest and in stimulating 
private initiative than any of the existing franchises. At the time 
the public utility and indeterminate permit laws were enacted, the 
franchises in effect varied from the perpetual franchise without re- 
strictions to the short term franchise with all sorts of restrictions. 
The working of these franchises had gradually developed the con- 
viction that they were out of harmony with the nature and purpose 
of public utilities. Such utilities for instance are not subject to the 
ordinary laws of competition and public interests therefore require 
that some other regulating force be substituted for active compe- 
tition. Their equipment usually has to occupy crowded streets, 
alleys and highways in which the conditions are such that nothing 
can be safely left to take its own course. They furnish service which 
public welfare demands should be continuous, uninterrupted and _ 
adequate and which should also be supplied at the lowest reason- 
able cost. Such utilities, therefore, should not be burdened with 
competition that involves more in the way of an investment in the 
entire service than the amount actually necessary to that end under 
the most economical and effective system of operation; nor should 
they be loaded down with special taxes or charges of various kinds 
that tend to cause unnecessary and unwise increase in the cost of 
the service and to lower its quality. 

Commenting on the legislative policy, and its promotion of 
the public welfare, the court, in a case decided the present year, 
said: 


The policy of the state, embodied in the legislative regulations of public 
utilities is that the public welfare as regards these enterprises is best pro- 
moted through such means as afford the highest practical efficiency at the 
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lowest cost, and that this may best be accomplished by uniting existing facil- 
ities, under proper control and regulation, to meet the public convenience and 
necessity, having regard for existing property interests and the rights and 
privileges appertaining thereto. McKinley Tel. Co. v. Cumberland Tel. Co., 
152 Wis., 359-363. 


This policy could not be effectively exercised through the ordi- 
nary franchise because the provisions therein since they remained 
in effect for years were too inelastic to be adjusted to the rapidly 
changing conditions, and because in the very nature of things they 
could not promote efficient service at the lowest reasonable cost. 
The perpetual and long term franchises also give the utilities unduly 
great powers and tend to prevent such readjustments of service 
and rates as are usually found to be necessary every year or two 
and even oftener. Representing valuable rights they also lead to 
over-capitalization and to many other practices under which public 
welfare can not be best promoted. 

Under the short term franchise with its many restrictions and 
owing to the uncertainties as to what would happen at the end of 
the franchise period, utilities were not only unwilling to make neces- 
sary extensions of the plants, but were often unable to obtain capital 
for such extensions. Since the franchise terminated before long it 
was necessary either to amortize the cost of the plant and the exten- 
sions which of course meant high rates and poor service, or to give 
assurance that the franchise would be renewed at the end of its life 
which made it partake of many of the objections of the perpetual 
franchise. Again for most communities the future needs and con- 
ditions are so hidden that they can not be correctly foreseen @ven 
a short time in advance and for this reason the restrictions even in 
the short term franchises will become unfair to one side or the other 
long before their expiration. The general result of these imper- 
fections has been to retard the development of the communities, 
to disturb investment and business conditions generally, to lead to 
all sorts of political intrigues, dickerings and betrayals, and to result 
in loose methods of operation and of accounting and to the shirking 
of many just obligations. 

These objections to the perpetual and short term franchises 
have been overcome by a franchise or permit which permits oper- 
ation until the utility is taken over by the municipality for a fair — 
compensation. It is also an exclusive permit until public conve-— 
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service be permitted to enter the field. Under this permit utilities 
are subject to such state regulation as is provided by the public 
utility law. This permit when taken in connection with the public 
utility law is in harmony with the nature of the utility business. 
The essentials of regulation possible of attainment under the inde- 
> terminate permit and public utility laws, but to a large extent im- 
possible under franchise and ordinance regulation are the following: 
1. The public is entitled to adequate service at reasonable rates 
_ which are free from unjust discriminations and which vary with the 

cost of rendering the service. 
2. Since the municipality has the power to grant or withhold 


; i and necessity demand that another utility performing like 


_ may also, where no utility exists and where a certificate of public 
convenience and necessity has been granted, either reject or accept 
applications for such use; and through the exercise of this power it 
is in position to largely control the situation in the interest of the 
public. 

3. The municipality has been granted the power to acquire at 
a fair price the property and business of the utilities by which it 
. — served and can exercise this power and enter the public utility 
a business whenever it chooses to do so, or whenever it becomes dis- 
satisfied with either the service or the rates, or with any other 
condition. 

4. Whenever public convenience and necessity demand it, the 
municipality or some other utility can obtain authority to enter 
the field and to furnish service in competition with the existing 
utility. 

5. The utilities for adequate service are entitled to rates that 
are reasonable under the circumstances. 

4 6. The utilities are entitled to fair prices for the property that 
oe a2 is used for the convenience of the public when it is taken over by 
municipality. 

“i 7. Except where active competition existed when the public 


¢ ar. 


utility and indeterminate permit laws went into effect, the utilities 
< . are entitled to the exclusive right to furnish the service until the 
property is taken over by the municipality or until for good reasons 
a competitor is authorized to enter the field. 

8. Public utilities are entitled to have all investments made 
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for the benefit of the public kept intact through proper depreciation 
charges included in the rates for the service rendered. As an offset . 2 
to the loss of speculative profits that are caused by regulation they ee 
_ should as far as possible be protected from losses that have their 
source in active competition. 

The state legislature in enacting the public utility law went 
even further than this in order to protect the public, for in this law 
it extended to the municipality about the same powers over service 
and other matters as it gave to the state commission, and subject 
only to review by such commission. In other words, the munici- : 
pality has now complete powers in these matters, and may exercise 
the same without any interference on the part of the state commis- 
sion except as an appellate tribunal when someone appeals from the 
action of the municipality. This power, however, the municipalities 
make but limited use of. Instead of acting upon such matters them- 
selves they prefer to bring them before the state commission. 

Only a part of the work of regulation is negative. A large and 

by no means unimportant part is positive. The regulating body 
must not only compel the utility to desist from acts and practices 
which are wrongful, but it must show the utility how to substitute 
“acts and practices which are proper. Its duties with respect to 
accounting and the installation of systems have already been referred 
to. Suffice it to say that this work is continuous, laborious and 
not always appreciated. But its effect on the business management 
is most wholesome. Municipal utilities more than private utilities 
are the chief patrons of the commission in this respect. The annual 
reports of all companies are audited and of course much informal 
advice is given. 

In this connection, attention may be called to what one service 
inspector of the commission did in addition to his routine tests during 
a period of two months. 

In this time he inspected 12 municipal plants and 40 private 
plants. These figures are for the municipal plants only, because 
it would take too long to enumerate them for both municipal and 
private plants. The assistance given to the municipal plants in- 
cluded information on meter testing for six of the plants; one plant 
was shown how to test 220-volt meters with their 110-volt rotating 
standard; one plant was instructed in proper methods for testing 
the phase meters; in one of the newer plants the inspector helped in 
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; Zz a Jae _ making a number of the meter tests to show the utility how it should 
he done. Meter test record forms were drawn up for-three plants 
and one plant was given advice regarding the metering of street 
lighting current. Two plants were given information at their own 
ss request regarding matters of operation. In three cases the inspector 
a _ drew up forms for station records. One was given help in the use 
of graphic recording instruments. One was shown how to overcome 
difficulties due to the unbalancing of the system, and another was shown 
how to eliminate the trouble caused by moving picture machines 
on its circuit. One plant asked and received advice as to therunning 
_of its high tension lines across a railroad track. The administrations 
in two cities were given extensive assistance regarding improvements 
which they propose making in their plants. A group of city officials 
was given information regarding changing from a single phase to 
4 a three phase system. A new plant had all the rules of service, 
their importance and their bearing thoroughly explained to them 
: _ at their own request. Information regarding rates was given to 
yoo“ = city, and at the request of the city the features of a proper 
accounting system were pointed out to it. One city obtained infor- 
mation regarding interference between high voltage power lines and 
transmission lines. Switchboard instruments were adjusted for an- 
other plant. In another case help was given on a complaint meter 
test which showed that the plant had been using a wrong meter 
constantly which destroyed the accuracy of its test. In many cases 
this information was given not only to the operators of the plant 
but before the lighting commission of the village board. These 
are probably sufficient to show some of the ways in which a state 
commission can help to improve the conditions of utility operation 

in a positive sense. 

Besides the assistance in accounting and service matters the 
commission has given a great deal of engineering assistance to util- 
_ ities which were not in a position to employ consulting engineering 

help. To give a full detail of this would require altogether too 
- much time, but a few cases will illustrate. The mayor of one city 
requested an official examination of the plans and specifications of 
a proposed water and light plant which had been prepared for the 
city. At the same time a request was made for a test of a new well 
for the proposed works. Both of these pieces of work were per- 
formed by the commission’s staff.. In another city, the city author- 
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ities requested advice from the commission as to the advisability 
of contracting with the Hydro-Electric Power Company for electric 
current and of using electric instead of steam power for operating 
the city water works. They also requested an examination and 
report upon the condition of the plant and equipment, with recom- 
mendations as to any repairs and improvements needed. Both 
requests were granted, and a complete report was furnished to the 
city. In still another place a complete investigation of the plant 
was made at the request of the village, and a detailed report showing 
what changes were necessary was submitted to the village. Similar 
pieces of work were done for a great many cities and villages in the 
state without any direct cost to them. In fact the commission has 
more applications for such work than it is in position to carry out. 

State regulation as it is thus known today, while it has its 
shortcomings and often fails to give general satisfaction, has on the 
whole been fairly successful. It has led to general improvements 
in the service and to more equitable and on the whole lower rates. 
The investigations which have resulted from it have also thrown 
much needed light upon the many important problems that are 
involved in the operation and regulation of public utilities. 

The net results, for instance, of the various measures by which 
the Wisconsin commission has kept up the adequacy of the service 
have been a marked improvement in the heating value, pressure and 
purity of gas in many cities in the state, the regularity of voltage of 
electric utilities, and general improvement in telephone and street 
railway service and the purity and pressure of water. Much of 
the result of the commission’s work in this direction does not appear 
on the surface because it consists in preventing deterioration of 
service as well as in improving poor service. It is estimated, how- 
ever, that the saving from actual improvements in the gas and elec- 
tric service alone has been many times as great to the people of the 
state as the cost to the state of its entire service work, to more even 
than the cost of all the work of the entire commission. No money 
value, of course, can be set upon the fire protection and the preven- 
tion of disease which have resulted from the commission’s: require- 
ments as to pressure and purity of water, or on the improvements 
in street railway and telephone service that have been brought 
about, but there are reasons to believe ean = benefits here also 
have been very great. : 
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In the rates there have been both decreases and increases, but 
the former are by far the most important. In fact, the decreases 
amount to many times as much as the increases, and the net decrease 
foots up to a large sum. Detailed figures upon these points are 
available but space cannot be given to them here. The decreases 
in the rates affect mostly the larger plants while such increases as 
have been authorized cover for the most part the smaller ones. In 
fact, the latter are largely made up of small rural mutual telephone 
companies and municipally owned water works, in which the cus- 
tomers are also the stockholders, and which were established under 
circumstances under which they could not be placed on business 
bases, and for which the increases were absolutely in order to pro- 
tect and keep up the service. In many of these cases the increases 
were also applied for by the customers themselves. To have denied 
these applications would have meant loss of service and would there- 
fore clearly have been contrary to public policy. It would have 
been cause for just censure. When conditions are such as to require 
it, it is as much in line with good practice and public policy to 
increase rates that are too low as to decrease rates that are too 
high. 

The regulation in question has also been the means through 
which most of the more serious or unjust discriminations in the 
rates that formerly existed have been done away with. These dis- 
criminations were often great. They frequently affected every branch 
of the service as well as the different classes of customers in each 
branch. To eliminate such discriminations and to replace them by 
more equitable rates is in itself a big task. It is in fact so important. 
an accomplishment that it is likely to much more than justify the 
expenses that were incurred therein. Unjust discriminations in rates 
are serious from business and social points of view. The circum- 
stances under which they arise are as a rule such that constant 
supervision is required in order to keep them out of the ordinary 
rate schedule. 

The commission in passing upon its cases is sparing no efforts 
to secure all the facts in the matter that tend to throw any light on 
the situation. These facts become a part of the records in the case 
and constitute important evidence in the defense of those cases which 
are carried to the courts. They account very largely for the fact 
that the orders of the commission have been sustained in practically | 
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every one of more than thirty appeals to the courts, which the 
utilities have taken. Such facts have also been of material aid to 
the state legal department in its generally successful efforts to defeat 
the application for the staying of these orders of the commission, 
while the case was pending in the courts. Much of the credit for 
these successes in courts is of course due to the fact that the state 
has a very effective attorney-general’s department. Such regula- 
tion has also resulted in many other advantages that are of con- 
siderable importance. It has among other things done much to 
determine what in actual practice the much used term “reasonable”’ 
signifies. While it is not maintained that anything like a solution 
of the full meaning of this term under various conditions has been 
reached, yet many of the chief features involved are now fairly well 
understood. The application of economic principles to questions 
essentially ethical is certainly an important contribution of state 
regulation towards the solution of public service problems. 

State regulation has moreover afforded an easy, inexpensive and 
fair means for an informal settlement of many disputes. That such 
settlements have increased in number with the passage of years 
since the law was passed only attests the increase in importance of 
public utility service. 

The investigations and publicity which have in general charac- 
terized the councils of regulatory bodies have been good for the 
public as well as the industries. The rights and duties of the con- 
tending interests have been defined, facts previously hidden under 
the veil of secrecy, of distrust or of misunderstanding have been 
revealed, with the result that there is beginning an era of a better 
understanding of the situation. Furthermore, there are constantly 
evolved more definite principles according to which the future rela- 
tions between producers and consumers may be more easily adjusted. 

It should not be assumed from this that state regulation is 
regarded as a sacred institution that it might not be safe to either 
modify or abolish. Far from it. If economic history teaches any- 
| thing it is that institutions of this kind are simply the outcome of 


existing economic conditions and that they as a rule do not long 
survive these conditions. The conditions and tendencies in the 
public utility field, however, which have brought about state regu- 
lation are still present and bid fair to remain so for some time. The 
public utility field for instance is still a legitimate field for private 


| 
7. 
» 
- 
< 
q 
i 
‘ j 
“oe 
4 
| 
| 
7 
| 


THe ANNALS OF THE AMERICAN ACADEMY 
initiative and investments. There is also a marked tendency therein 
=y toward centralization in ownership and operation, and these tend- 
- encies are greatly promoted by the development of hydro-electric 
and central power stations which furnish energy or power to numer- 
ous plants in certain sections throughout the various parts of the 
country. The electrical and other utilities while in a sense firmly 
established are still subject to upheavals which flow from inventions 
and from the competition of new sources of supply and the risks 
involved therein are considerable. These forces are state-wide, and 
they greatly affect the conditions of regulation. As long as they 
ae exist it would seem important that the regulating power also should 


be state-wide or as broad as the forces with which it has to deal. 
It has already been intimated that regulation in order to be 


x 


_ is to be controlled. In other words, the jurisdiction of the regulating 
body must be broad enough to cover all the matters with which a 


The municipality has inadequate jurisdiction because its boun- 
daries do not mark the limits of utility operation. Utilities are 
becoming almost state-wide, particularly the powerful utilities which 
it is most important to control. Leaving out of consideration the 
small mutual telephone companies which serve the rural districts 
only, there were 333 telephone exchange systems in Wisconsin in 
1913, of which 294 served both rural and urban subscribers. These 
systems had 51,333 rural telephones and 135,845 in cities. The 
cities could not regulate the rural business nor could the farmers 
control the business within the city, nor can either regulate the rates 
between both. There are a large number of these telephone com- 
panies which do the switching work for rural lines which run to their 
switchboards. If the rates for rural service are too low, the city 
patrons are discriminated against, and vice versa. If rural lines 
are in poor condition, city patrons cannot secure good service over 
those lines. Yet the city cannot possibly regulate the rates or serv- 
ice on lines outside the city. The only body which can do anything 
in these cases is the state. 

In order to insure adequate telephone service it is often neces- 
sary that physical connection between telephone lines be secured. 
The city and the township are alike helpless in attempting to define 
the terms which should govern in physical connection cases which 
would affect them both. ; 


‘ 
7 
Se effective must be coextensive with the operations of the utility whic 
— 
— 
comprehensive system of regulation has to deal 
= 
a 
a al, 
4 
7 
at 
— & 
— 
— 


147 
_ Nor is the telephone industry the only line of utility business 
over which cities have insufficient jurisdiction for purposes of com- 
prehensive regulation. Replies received to a circular letter sent to 
all utilities in the state operating electric, gas or water departments, 
indicate that nearly 40 per cent of such departments operate beyond 
the boundaries of a single city. Replies were received covering 277 
such departments and of these 106 were not confined to a single 
municipality. Among these 106 were many of the larger utilities. 
Some idea of the extent of the operations of various utilities may 
be gained by a review of the facts with regard to a few of them. 

In Wisconsin one power company operates in seven cities and 
villages and in the intervening towns. Each of three other com- 
panies of this kind operates in from three to twelve cities and vil- 
lages and in the towns which they pass through. One company 
operates in over twenty cities and villages as well as in towns between . 
them. 

In Michigan the Commonwealth Power Company supplies 21 
cities and villages, and the Grand Rapids-Muskegon Power Company 
supplies 14. The Iowa Railway and Light Company supplies gas, 
electric or electric railway service in 48 cities and villages. The 
Central Illinois Public Service Company has properties in over 100 
cities and villages. Suppose that each of these cities and villages 
started out to regulate this company, or so much of it as was within 
their limits, 100 different regulative bodies controlling the same 
corporation or its branches, local control would be running riot! 

In his work on Municipal Franchises, Mr. Delos Wilcox ex- 
presses this view very clearly. He says: 


After all the day of walled cities is past and now an urban community 
is primarily a congested spot on the state map, a center of population and 
industrial activity intimately related to the personal and property interests 
of all the citizens within its sphere of influence, which often extends to and 
beyond the boundaries of the commonwealth itself. Public utilities although 
still comparatively simple industries have gone far enough beyond merely 
local bounds to require complex governmental machinery to operate or regu- 
late them. 


The situation with respect to utilities is similar to the situation 
which now confronts regulating bodies with respect to railroads. 
The majority of railroads and the majority of their operations have 
long since ceased to be primarily only state-wide in character. The 
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nature of the railroad industry and its natural development was 
necessarily such that it could pay no attention to the imaginary 
state lines which mark the limits of state jurisdiction. It has how- 
ever been held that interstate operations in so far as they are per- 
formed within a state are beyond the jurisdiction of the state. The 
jurisdiction of the federal government is even regarded as paramount 
to the jurisdiction of the state in those cases where decisions of state 
regulating bodies with respect to purely state traffic are in conflict 
with the decision of the federal regulating body with respect to inter- 
state traffic. This conflict of jurisdiction and the inadequacy of the 
smaller jurisdiction to adequately regulate business which had out- 
grown their jurisdiction should be frankly recognized. The case 

_ of the states as opposed to the federal government is substantially 
the same as the case of the local governments against the state 
government and in the latter case too the inadequacy should be 
frankly recognized. The case of the state is somewhat strengthened 
by the fact that under the federal system the state is supreme within 
its legitimate sphere, and the regulation of state commerce, until 
otherwise provided for, is its particular province. 

Following the example of state governments, local units could 
adopt and in some cases have adopted the method of regulation by 
city commission. This alternative has come to the front particu- 
larly since the advent of the commission form of local government. 
While some of the objections which have been raised against the 
franchise or ordinance method of regulation are not applicable to 
commissions, the more salient objections still remain. Such a com- 
mission would have no jurisdiction beyond the limits of the city. 
Applying this method to the city of Milwaukee, where, if anywhere 
in Wisconsin, it could be made to apply, we would have this situation: 
The Milwaukee Electric Railway and Light Company embraces: 


(1) The Milwaukee city railways, 


(2) Eleven suburban lines, 
(3) Four interurban lines with 175 miles of trac 
(4) Four city lines in Racine, 

(5) Two lighting systems, 

(6) One heating system. ae 
Seven of the eighteen city lines extend beyond the city limits. 
Nine of the suburban lines have in addition to their regular city 
run, a second fare zone, beyond the city. The congested business 
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and residence districts of a city like Milwaukee must have good 
transportation facilities to the suburban outlets in order to insure 
proper living conditions. No system of local control could have 
jurisdiction to link the urban and suburban lines so as to secure 
this service. Again, what about the passenger who rides between 
points in the city on a suburban car? What if the city’s require- 
ments of local service interfered with proper suburban service on 
suburban and interurban lines? There are fourteen power plants 
and sub-stations, some of which furnish current for both railway 
and lighting, and supply steam for heating. There are thousands 
of feet of transmission lines, overhead and underground, which are 
used jointly for lighting and railway. There are 600 cars, 360 miles 
of track, and over 360 miles of trolley wire, of which large portions 
are used interchangeably by the railway systems which give urban 
service in Milwaukee over 18 lines, in Racine over 4 lines, in Water- 
town over 1 line, suburban service over 9 lines and interurban 
service over 4 lines. The Commerce Street power station supplies 
current for city lighting, city railway and interurban railway within 
a radius of 20 miles. The Milwaukee shops are used for the entire 
system. Hydro-electric power is brought from the Kilburn'dam 
over 100 miles distant. The difficulties multiply the more we con- 
sider the minutiae of regulation. 

Few cities could afford to maintain competent commissions, who 
would take up the subject of regulation thoroughly. If in the state 
of Wisconsin, for instance, we grant that cities whose population 
exceeds 10,000 could maintain local boards, an aggregate urban 
population of over 400,000 would have to go either without regula- 
tion or be given some system of state control. The same would 
apply to our suburban and farming communities. The suggestion 
of maintaining a separate state board for utilities not coming within 
the purview of local boards is open to the objection that it would 
entail a needless expense upon the state for the experts and skilled 
assistance, for the state board would be needed as much for half of 
the utilities as for the whole of them. 

One of the most prevalent of the objections to state control is 
that the centralization of control over local utilities in the hands 
of the state represents a dangerous, undemocratic tendency, that 
would tend to rob the people of the power which they should exer- 
cise. This is primarily a question of political science. What is the 
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state and what is the relation of the city to it? It is unnecessary to 
- go into that question at lergth. The supreme court of the United 
States ard the highest courts of all the states have repeatedly as- 
serted the paramount authority of the state over all of the units 
which go to make it up. The city, in the language of the United 
States supreme court in one case, is the creature of the state given 
certain powers by the state for the purpose of aiding the state in 
its supreme work of administering government. In exercising con- 
trol over local utilities the state is not stretching its power, nor 
assuming anything not inherent in its very nature. 

Does the placing of authority over local utilities in the hands 
of a state commission deprive the people of any power which they 
should exercise? This might be answered by asking who they are 
that elect the members of the legislature. This body represents 

, the active power of the state. The power to regulate public service 
corporations has-always rested in sovereignty. In this country the 

state is theisovereign power. Whatever authority over public serv- 
pot ice corporations exercised by a common council, or a village 
; or town board would be derived directly from the state through the 
we | legislature. Will anyone claim that the election of a member of the 
common council or of a village or town board is a matter closer to 

. the people than the election of a member of the legislature? 
‘ We think and speak of the state as a power separate and remote 
he from the people. But the people are the state. If the representa- 
tives of the people in the legislature make mistakes or disregard the 
_ desires of their constituents, it is the people themselves, not some 

abstract power, that must and will correct the error. 

It is not even good ground for an academic controversy to hold 
that the exercise by the state of any necessary power acts to deprive 
_ the people who form the state of their power. The real question 
_ as disclosed in this is not whether in either form of the expression of 
_ governmental authority the people may be deprived of a measure 
of their power to determine their own political destiny, but rather 
it is this: Is a common council or a village or town board with its 

multifarious duties more responsive to the demands of its own 
community for the remedy of evils which are inseparable from the 
operation of public utilities, than a state commission, created for 
the express purpose of correcting those evils, sitting all the time, and 
being equipped with the means of ascertaining and determining 


accurately the nature and extent of the evils? e 3 
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The proposition that local authorities are any more responsive 
to the demands of the people than are the state authorities, is diffi- 
cult to maintain. In the final analysis the people control legislatures, 
common councils, and boards, and the promptness of the response 
in either case to their complaints is measured by the force of the 
demand for a remedy. 

Instead of being undemocratic, state regulation is quite the 
contrary. Its regulation of local utilities in Wisconsin brings the 
power closer to the people, more available for every citizen, than it 
could be under any other system. Under local regulation, if a citi- 
zen feels that he is being dealt with unjustly, he may take his griev- 
ance to the local board or council. If he is able himself or through 
attorney to present the matter convincingly, an order may be issued. 
The utility, however, may refuse to obey the order. Who, then, 
is to carry the matter up to the courts for final adjudication? The 
complaining citizen cannot afford to do so at his own expense, and 
the city is not obliged to do it. Under state regulation as at present 
administered, each complaint is looked into without expense to the 
complainant except the small share he may pay in taxes to main- 
tain the commission. If it is well founded, the utility is ordered to 
remedy the trouble, and if it fails to do so the commission and 
not the private citizen takes the matter up to the courts for final 
adjudication. 

It is frequently claimed that it is a reflection upon the intelli- 
gence of local communities to assume that a state commission is 
better able to regulate their utilities than they are themselves. This 
is in fact no more of a reflection upon localities than to require doc- 
tors, lawyers and dentists whom they employ locally to have spe- 
_ ¢ifie authority to practice their professions. There are many func- 
_ tions which affect the convenience and welfare of local communities 
that the state can perform more economically and efficiently than 
the communities themselves, and this being true, it is in no way a 
reflection upon the local communities. 

It is often said that state commissions in their desire to be fair 
- to the utilities are more liberal than local authorities would be in 
the valuations they place upon their property and in the returns 
they allow thereon for interest and profits. 

These statements, however, do not seem to be supported either 
by facts or by other evidence. No efforts, for instance, appear to 
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have been made to determine whether higher than fair prices have 
been allowed for any of the elements that enter into the valuation, 
or whether the valuations include elements which do not properly 
belong therein. Nor have they brought out anything that even 
tends to indicate that the valuations and the returns for interest 
and profits that are allowed are greater than the amounts for which 
the necessary capital and the enterpriser can, in the long run, be 
had; or that shows that the returns thus allowed are higher than 
the returns obtained by these factors in other enterprises where the 
risks and other conditions are similar. These matters are apparently 
not important enough for consideration. In this connection it may 
be said that in the public utility field, the same as in other indus- 
tries, it is in the long run necessary to allow such valuations and 
returns for interest and profits as will bring the necessary capital 
and enterprisers into the field; and that the amounts that must thus 
be allowed for these purposes are about the same as the amounts 
that are allowed in other undertakings where conditions are similar. 

While, in the absence of regulation, public utilities have a cer- 
tain amount of monopoly control over their service and rates, they 
also resemble ordinary competitive enterprises in this that they have 
to buy everything that enters into the cost of their plants, and 
everything that enters into the cost of the service in the open market 
and pay the market prices therefor. That is, the utilities, the same 
as other enterprises, must obtain their factors of production, or the 
land, labor, capital and enterpriser they need, in the general market 
and at prevailing rates or prices. In constructing or extending their 
plants these utilities must pay the market prices on every element 
that is included in the cost of the plant. In producing and furnish- 
ing the service they render, they must also pay the prevailing prices 
on every item that becomes a part of the cost of the service, including 
interest and profits. The prices thus paid by the utilities are fixed 
by forces over which neither the utilities nor the state have much 
if any control. All that can be fairly required of the utilities in this 
connection is that they do not pay more than they have to pay for 
any item, and that in making these expenditures they exercise ordi- 
nary judgment and foresight in other respects. The cost to the 
utilities of the service under these circumstances also becomes the 
cost of this service to the public. 
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of material, labor and other services, the cost at which the capital 
and the enterpriser can be had, and the operating expenses that 
are involved in furnishing the service. In appraising the plants it 
spares no efforts in obtaining the original cost of the plant and its 
business, the cost of the property in actual use at the time of the 
appraisal, and the cost of reproducing this property and of the 
business. Its inventories of the property are as a rule as complete 
as any that can be made. Its price lists cover not only the cash 
and credit prices of the articles involved both at the factory and 
at various points in the country. Its statistics of wages and salaries 
of the various classes of labor and professional services that are 
needed are regarded by those who are familiar with them as excep- 
tionally complete. For the purpose of determining the deprecia- 
tion that has taken place in the property it obtains full data of the 
age, upkeep, and condition of all the depreciable property. It audits 
the earnings and operating expenses of the plant from its beginning 
and determines what the reasonable cost of operation is under the 
circumstances. It also studies local conditions, the plans of the con- 
struction, the methods of operation and all other features that will 
throw light on whether ordinary judgment has been exercised in 
planning, constructing and operating the plant and whether it has 
been and now is furnishing service under normal conditions. It is 
upon facts of this character that our valuations are computed. 
With data as complete as this; with honest and competent men to 
make the computations is it likely that the results obtained are far 
out of the way? 

With respect to the cost of obtaining capital these investigations 
also show that during the past year the net receipts to the utilities 
on more than forty bond issues were of such an amount as to bring 
the annual cost of the capital thus obtained up to something above 
6 per cent. The bonds in these cases bear interest at the rates of 
5 and 6 per cent. The discounts at which the bonds were taken 
ranged from 3 to 15 per cent. The selling expense varied from about 
2 to about 6 per cent. In no case did the bonds exceed 80 per cent 
of the value of the plant and the business as determined by the 
commission, and was in most instances less than this. In all cases 
the net earnings of the plants, or the balance left for interest and 
profits after the operating expense, depreciation and taxes had been 
provided for, amounted to at least twice as much as the interest 
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aan on the bonds outstanding. If the bonds of these utilities 
had been less well secured, that is, if they had covered a greater 
proportion of the value of the plant than they did, and if the net 
earnings had been poorer, they would unquestionably have sold at 
still lower prices than those at which they were selling, and the cost 
bn the utilities of the capital obtained would have been still greater. 
‘Those bond issues represent small as well as large plants, and cover 
conditions that may be regarded as normal. 

If bonds that cover only about three-fourths of the value of the 
plant and the business and which are also protected by net earnings 
that regularly amount to about twice as much as the interest charges 
on the bonds, cannot be sold at prices under which the net cost of 
the capital obtained is less than 6 per cent, then it is also certain 
that the remaining fourth of the capital needed, which is much 
less well secured, will cost the company much more than 6 per cent. 
That this is the case has also been repeatedly established, not only 
by investigations of the commission but from the income accounts, 
financial statements and market prices of the securities of most 
enterprises for which these facts are available. The stock that 
comes on top of bond issues which bond issues cover say fully three- 
fourths of the value of the property involved, have not, at least for 
the smaller utilities, during the past few years, been selling in the 
open market on as low as a 6 per cent basis except in cases where 
the net earnings applicable as dividends have on the whole amounted 
to twice as much as this rate, and except further where such stock 
was also favored by substantial extra dividends from time to time. 
This has even been true for companies the par value of whose bonds | 
and stocks have not materially exceeded the fair value of the plant — 
and the business. 

When the commission allows 7 per cent to 7.5 per cent for inter- 
est and profit on what it has found to be the fair value of the plant 
and the business, it does so because investigation has disclosed that — 
all the capital and the enterpriser that are needed cannot be had on 
better terms, and that this is the ruling rate for interest and profits 
under similar conditions. This rate of return on the entire fair — 
value amounts to 6 per cent on the bonds and about twice as much 
on the stock, when the former represents about 75 per cent and the 
latter about 25 per cent of such valuation. 

It is among the main functions of the commission to determine 
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the fair or normal cost-value of the plant and the business and the 
fair or normal cost and price of the service, including the elements 
of cost which represent reasonable returns for interest and profit. 
It is further one of the functions of the commission to so distribute 
the total cost of the service among the customers of the utilities that 
each branch of this service and each customer therein are made to 
bear their just share of this cost. From the experience we have so 
far had in these matters it can be said that in determining the value 
and the rates there is fully as much danger that the commission will 
go below the level at which the capital and the enterpriser can be 
had as it is that it will allow more for these purposes than is rea- 
sonable and necessary under the circumstances. 

The Wisconsin commission has had several rather sharp re- 
minders of the workings of the economic laws in the public utility 
field. Thus we have had to pass upon many cases, where because 
the rates charged by the utility for their services happened to yield 
lower returns than were necessary to cover the cost of the factors 
of production, including the market rates for interest and profits, 
it was utterly impossible for the utilities to obtain new capital for 
much needed additions to their plants and to their service. The 
situation was in fact such that the public either had to pay higher 
rates or go without much needed service. When the commission 
in some of these cases found that public interests required that the 
rates be raised just enough to cover the cost of the service and thus 
enable the utilities to obtain the additional capital that was so much 
needed for extensions of the plant and the service, it was most bit- 
terly and intemperately assailed not only by the local press but by 
others. Similar criticisms have also been heaped upon the commis- 
sion in many cases when in the public interest it has declined to 
reduce the rates below the cost of the service and below the level 
at which additional capital could be had. There are apparently 
many who fail to realize the fact that the utilities have to pay the 
market prices for the factors of production and that the commission 
by attempting to reduce the rates for the service to so low a point 
that the returns therefrom will not cover such costs or prices are 
certain in the end to do the public much more harm than good. 

A large proportion of the complaints against state commissions 
lacks the evidence of good faith. They frequently appear to be 
made for some ulterior purpose. In many cases before the com- 
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missions the experts for the utility claim and endeavor to sustain a 
valuation that is excessive, while the experts representing the munici- 
pality endeavor to sustain a valuation that is much too low. When 
the commission carefully examines the claims of both sides and also 
makes a complete valuation of its own, and finally finds that the fair 
value is lower than that claimed by the plant and higher than that 
claimed by the city, both sides are disappointed and often roundly 
abuse the commission. The situation is similar when it comes to the 
rates of return for interest and profit on the valuation so found. The 
experts for the utility will claim as much as 10 per cent to 15 per 
cent while those who appear for the municipality will hold that 4 
per cent or 5 per cent is enough for these purposes. The commission 
may find that the necessary capital and the enterpriser cannot be 
had for less than say 7 per cent and allow this amount. Again 
there is either affected or real disappointment and criticism. Both 
sides appear to think that in order to get a favorable verdict it is 
necessary to adhere to the old practice before the courts of making 
extreme claims. The criticism of the commissions in these cases, 
especially when it comes from the side of the municipality, is often 
widely published. It is also often accepted by many at its face 
value without the slightest investigation into the merits of the 
situation. 

The principles and facts which govern valuations and the rates 
of return thereon do not change with changes in the system of regu- 
lation. Assuming ordinary honesty in the matter, is it not rea- 
sonable to assume that that body will arrive at the fairest results 
which has the broadest powers, the widest jurisdiction, the best 
equipment and the greatest fund of stored-up facts to draw on? 
The work of the Wisconsin commission in these matters has stood 
the tests of the courts as well as some of the most severe tests in 
other respects that can be applied to work of this kind. In the 
majority of cases the utilities cannot even secure either temporary 
or permanent injunctions against its ruling pending the outcome in 
court. Can this much be said of the work of others which is often 
pointed to as exemplary? 

I have often compared as well as I could the valuations made 
by state commissions with the valuations made by juries and boards 
which were specially appointed to value specific properties and in 
every instance I have found the valuations made by state commis- 
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sions to be the lower. One reason why state valuations are the 
lower is probably found in this that state commissions have as a 
rule much more complete data concerning the various elements 
_ that enter into the value than it is possible for temporary boards 
and juries to obtain and that for this reason those elements which 
are unknown or in doubt and for which values are as a rule arbi- 
trarily fixed are greatly reduced in number. 

If those who now object to or find fault with the laws in ques- 
tion and their administration, instead of attempting to sustain some 
theory or support some propaganda, would fully and fairly examine 
the rulings under these laws and the result of their operations, and 
compare these rulings and results with the needs and purpose of the 
utility service and the cost of obtaining the necessary capital and 
enterpriser, together with the other factors of production, and if 
in addition to this they would also fairly compare the conditions 
generally today with respect to service, rates and other matters 
with the conditions that existed previously to the time these laws 
were enacted, it is very certain that they would have wholly differ- 
ent stories to tell. 

One of the elements of fair value which has been generally 
allowed by state commissions but which it is claimed would be 
disallowed under local control is the element of ‘going value.”” The 
question whether there is or is not a going value depends upon 
other considerations than the system of control which happens to 
be in vogue. Briefly stated, going value depends upon the following 
facts: 


A mere physical plant, no matter how perfect or how well it is adapted 
to the purpose for which it is intended, amounts to but little unless it has 
or can obtain a paying business. Without business it is a dead mass instead 
of a living concern earning profits. To have profits it must have business or 
customers who avail themselves of the services it renders at rates that yield 
an adequate income. But now plants are seldom paying at the start. Several 
years are usually required before they obtain a sufficient amount of business 
or earnings to cover operating expenses, including depreciation and a reason- 
4 able rate of interest upon the investment. The amount by which the earnings 


fail to meet these requirements may thus be regarded as deficits from oper- 
ation. These deficits constitute the cost of building up the business of the 
plant. They are as much a part of the cost of building up the business as loss 
of interest during the construction of the plant is a part of the cost of its 
construction. They are taken into account by those who enter upon such 
undertakings, and if they cannot be recovered in some way, the plant fails 
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by that much to yield reasonable returns upon the amount that has been 
expended upon it and its business. Such deficits may be covered either by 
being regarded as a part of the investment and included in the capital upon 
which interest is allowed, or they may be carried until they can be written 
off when the earnings have so grown as to leave a surplus above a reasonable 
return on the investment that is large enough to permit it 
Whether they should go into the capital account, or whether they should be 
written off, as indicated, are questions that largely depend on the circum- 
stances in each particular case. 


It is, of course, a fact that if the rates could be fixed, as in rare 
instances they actually have been, at a sufficiently high point in the 
beginning to cover all legitimate expenses, including a reasonable 
return on the investment, the deficits might be greatly reduced and 
the cost of developing the business almost wiped out. Generally 
speaking, however, such rates seem to be wholly out of the question. 
Until a sufficient number of consumers have been obtained, such 
rates would necessarily be too high. Instead of increasing the earn- 
ings they would be likely to decrease them. There are even cases 
where such rates might be entirely prohibitive and result in no earn- 
ings whatsoever. 

Hence we find that it is the almost universal experience of 
plants to show deficits below what are reasonable earnings for at 
least some of the early years. The plants do, of course, try to over- 
come these deficits both by continuing the low rates at the start 
and by direct expenditures to develop new business. Since public 
service enterprises are in a measure businesses of increasing returns, 
it is in line with good business principles that such methods be 
adopted. In the face of this situation which cannot be successfully 
denied to exist, should a public regulating body, charged with the 
responsibility of adjusting the relations between investors and con- 
sumers upon legal and equitable bases, deliberately disregard this 
condition? It is submitted that this cannot be done and still enable 
the regulating body to square itself with existing law and sound 
economics. 

This, in brief, explains the position of the Wisconsin commis- 
sion on “going value.” Nor has it ever departed from this position 
in any of its decisions. Whatever else may in some quarters have 
been assumed to have been included in “going value’ is a pure 
assumption and has no foundation in fact. To be sure, it has at 
times varied the methods according to which going value is ap- 
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praised, but the principle upon which such appraisal rested has never 
varied. 

Another objection which is often raised against state regulation 
is that it tends to prevent the amortization of investment. Those 
who raise these objections often speak of amortization as something 
that is always practicable, as something that is within reach of all 
communities at all times. They apparently overlook the fact that 
if a plant is to be amortized it must be through charges upon the 
customers over and above the charges which are necessary to cover 
operating expenses including depreciation and returns on the invest- 
ment, and that they therefore may be burdensome to the customers 
and even contrary to public policy. 

The real significance of amortization charges becomes apparent 
when they are reduced to the cost per unit of the service and included 
in the monthly bill to the customer. For five typical electric light- 
ing and power plants serving cities ranging in population from about 
3,000 to about 380,000, the annual charges necessary for amortizing 
the cost of the plants in twenty years on a 4 per cent sinking fund 
basis amounted to from 1.33 cents to over 2 cents per kilowatt hour 
for the ordinary short hour lighting users and from 0.5 to about 1 
cent per kilowatt hour for the ordinary eight hour per day power 
user. 

For a typical gas plant serving a city with something over 
25,000 inhabitants, the effect of amortizing the cost of the plant in 
twenty years on a 4 per cent sinking fund basis, under the ordinary 
demand form of rate schedule, would be an increase of about 20 cents 
for each 1,000 cubic feet of gas used to those who use about 2,000 
cubic feet per month. 

It is hardly necessary to say that these increases in the rates 
because of the amortization charges are great enough to be bur- 
densome to the ordinary user, and to prevent the proper develop- 
ment of the service or saturation of the territory. They would 
therefore prevent many from availing themselves of the conveniences 
which such services offer and which it is their real purpose to furnish. 
They would make the existing generation bear very high charges 
which it cannot afford to bear in order that succeeding generations 
may enjoy these facilities at very low rates. The effect of this is 
all the greater since the amortization charges would have to be borne 
while the communities were smaller and the cost per unit of service 
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comparatively high. For we all know that the cost per unit of 
utility service tends to decrease with increase in population or the 
number of consumers. 

Under the ordinary term franchise, however, whether its life 
is long or short, it is as a rule necessary to either keep the rates high 
enough to cover such amortization or to agree to renew the franchise 
when it expires. This has led to much confusion and many dis- 
advantages to the public. It was largely in order to protect the 
public from such disadvantages that Wisconsin has amended such 
franchises by substituting therefor the so-called indeterminate fran- 
chise. While under the indeterminate franchise it is not necessary 
- to burden the service by amortization and other charges of this 

kind, the commission has frequently endeavored, for one reason or 
another, to put such charges into effect. In practically every case, 
_ however, the opposition to such charges has been so great that 
efforts to put them into effect have had to be abandoned. The 
plants object to them because they will make the rates so high as 
to prevent them from properly developing their business. The 
_ public objects to them because they will make their rates burden- 
some. Under such circumstances as these, it is manifestly out of 
the question to institute any system under which the cost of the 
‘nee can be generally amortized. 
State regulation is also objected to because it is said to tend to 
prevent cities from entering into competition with existing plants. 
If this objection means to convey the impression that state regu- 
lation, especially that operating through the indeterminate permit, 
tends to prevent municipal ownership, the objection is not well 
founded. Under the indeterminate permit the methods by which 
utilities may be taken over by the municipality have been very much 
simplified. Under its provisions several utilities, especially water 
works, have been taken over. Whether utilities shall be munici- 
pally owned is dependent much more upon the attitude of the public, 
the financial burden of the city, the character of the management 
of the private utility, the general effectiveness and promptness of 
the system of regulation, than upon the machinery provided for 
acquiring the property. 

State regulation, however, in a way does seek to prevent ruin- 
ous competition either between private plants or private and munici- 
pal plants. To the thoughtful student of utility problems this policy, 
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instead of representing one of the weaknesses, is one of the strengths 
of state regulation. The Wisconsin commission, in passing upon 
applications for certificates of convenience and necessity, has repeat- 
edly investigated the effect upon the existing utility and its cus- 
tomers, and upon the municipality of dividing up the field between 
a municipal and private plant. Almost invariably a division of the 
business would mean a decrease in the net earnings of the existing 
plant, and an increase in the cost per unit of service to its customers. 
It was found, too, that the cost at which the competing plant would 
be rendering the service was very much in excess of what the same 
service was costing the existing plant. The facts in one typical 
case were these: To have erected a municipal plant for the purpose 
of lighting streets and public buildings would have lowered the earn- 
ings of the existing plant by double the amount at which it would 
have lowered its expenses. The cost to the city of its street and 
public lighting would have been increased 15 per cent. The cost 
per kilowatt hour to the private customers of the existing plant 
would have been increased about 20 per cent. This increase in the 
cost would have made rates so high as to have retarded any proper 
development of the business for both the private and the municipal 
plant. It was even doubtful whether the existing plant would have 
been able to hold all the business which it then had. In the absence 
of inefficiency on the part of the existing plant, it has not often been 
deemed wise economically or in line with publie policy to permit 
competition which would thus increase cost and retard development. 

The regulation of necessary service furnished by capital pri- 
vately owned is so delicate a matter that it should be exercised with 
the greatest of care. No steps should be taken in this work, the 


_ justice and effect of which have not been clearly established. Every- 


thing should be done to prevent errors and mistakes whether of 
judgment or otherwise, because the consequences of such errors are 
costly, and have to be borne by the public. When the service is 
inadequate and the rates too high, the public has to bear the incon- 
venience and to foot the bill. Standards of service that are too 
high and rates for the same that are unreasonably low are certain 
to keep capital and business ability away from the public utility, 
and the public will then have to suffer from lack of service or neces- 
sary extensions thereto. Those who have had actual experience in 
all phases of this work know only too well that it is about as easy to 
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go too far in one of these directions as in the other, and that excess 
in either case is contrary to public policy. In addition to this, the 
work involved in regulation is complicated, and unless carried on 
on a large scale, relatively very costly. It is for reasons of this 
kind that it appears to many that proper regulation is as yet out of 
reach to all but the larger cities unless it is performed by the state 
or on some other codperative basis. 
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THE DISTRIBUTION OF FUNCTIONS BETWEEN LOCAL 
By Mino R. MALTBIE, 

Member of Public Service Commission for the First District, New York. bl 


The proper scope of local and state regulation of municipal 
utilities cannot be stated in a few generalizations. All will doubt- 
less agree that as long as public utilities are operated by private 
corporations, there must be some form of public regulation and con- 
trol; that local authorities should administer their own affairs; and 
that the state has broad police powers which cannot be taken from 
it. But an exact delimitation of the precise functions which should 
be exercised by private corporations, by local authorities and by 


the state is not so easily stated. — 
Every attempt at a practical solution of this problem must 3 


recognize certain facts. First, every generation is apt to have its: 
own ideas of the scope and distribution of governmental powers. | 
In certain directions, the state has never been more socialistic than 
it is today. In others, the individual has greater freedom than he 
has ever before enjoyed. 

Second, economic and social conditions are shifting constantly. 
The luxuries of today are the necessities of tomorrow. The com- Z 


the past were not obliged to recognize. 

Third, there has been a steady expansion of the field of oper- | 
ation of a single utility. When the town or city was not so popu- 
lous but that a single spring or well would supply the entire popu- © 
lation, the apportionment of functions between city and state was 
comparatively simple. But with electric lines encircling several Jie 
counties, with water supplies brought from long distances to supply | Y ; 
our large cities, with natural gas mains extending from one end of % - 
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plexity of modern life has created a dependence upon community 4 a. Fe 
action or coéperation in some form which the political theories of — 
covering several states, the problem assumes a complexity never : 
before realized. This is not a temporary condition, but one which © al i - 
will continue and increase in importance as decade succeeds decade, eae 
and the enlargement of the local political sub-division will probably — : 
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not keep pace with this development unless the state is made the 
unit of regulation, particularly in the smaller states of the east. 
Fourth, effective regulation of large utilities is difficult and 
expensive. The town or village or even the county is not ordinarily 
able to cope with a large corporation operating in several counties. 
The maintenance of a proper engineering, statistical and accounting 
staff in each small subdivision would impose a burden too heavy to 
be borne. The duplication of effort and the conflict of codrdinate 
_ authorities would cause waste, inefficiency and ineffective regulation. 
Over-estimating the importance of these facts, there are those 
who urge that all control over public service corporations be trans- 
ferred from local authorities to a state board, that even our great 
cities which have a larger population than some states be ousted 
from all supervision over their utilities, and that even the franchise 
granting function be taken from them. Between this extreme and 
complete local regulation, there is a middle ground, for certain fune- 
tions can more effectively be exercised by a state board and others 
_ more wisely administered by local authorities. An examination of 
the more important functions of governmental regulation will indi- 
cate where the line should be drawn. 
Lo We, a 


A _- Incorporation and Franchises 


The formation of the corporation itself naturally comes first. 
This is properly a state function. The state confers powers which 
no individual possesses, and the methods and conditions under which 
_ private corporations may be formed and these unusual powers exer- 
cised should be fixed by the state and not by municipal or other 
local authorities. Before a public utility corporation may operate, 
however, it is generally necessary to secure additional rights. The 
right to exist as a corporate entity does not ordinarily include the 
right to use the streets and public highways. A special franchise 
must be obtained before operations are begun, and it is suggested 
in certain quarters that this franchise should be granted by a state 
board which should determine not only whether a franchise should 
be granted but also the terms and conditions of such franchise.’ 


! The bill recently prepared by a council of the National Civic Feder- 
ation for the regulation of public utilities permits any private corporation 
now operating a public utility to obtain a new franchise without the consent 
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This policy, in my opinion, is entirely wrong. Would it not 
be as unjust and improper for a state board to fix the terms and 
conditions upon which a private corporation should use city property 
without municipal consent as it would be for a municipality to use 
private property without the consent of the owner? Is it proper 
that a state board sitting at Harrisburg should determine whether 
a street railway should be operated in Broad Street, Philadelphia? 
Would the citizens of New York permit a state board at Albany 
to decide that a street car line may be operated on Riverside Drive 
or Fifth Avenue and terms upon which the grant may be made? 
The citizens of Chicago a few years ago threatened to suspend cer- 
tain officials from the lamp-posts for less flagrant violations of the 
principle of home rule. 

Why should state authorities be given such power? It is sug- 
gested by those who are so anxious to escape from dealing with 
local authorities that city councils are corrupt, that political consid- 
erations often interfere with justice and that corporations have been 
forced to accept harsh and unfair terms. They assert that a state 
commission is not so easily influenced by local sentiment and public 
opinion, and that it is more likely to do justice. 

Have the public service commissions a monopoly of the honesty, _ 
virtue and wisdom in every state? Are state boards so familiar — 
with the needs of every community and so wise in dispensing the — 
proper remedy that they should be substituted for local authorities? _ 
Is there virtue to be found in Harrisburg and Albany but not in © 
Philadelphia or New York? The whole idea smacks of bureaucratic 
centralization, of foreign political theories and of the destruction of — 
home rule. Further, many municipalities have had experience with 
this plan in one form or another. Some of the worst chapters in 
the history of public utilities relate to the granting of rights to use 
city streets by state authorities. If municipal authorities have been — 
corrupt and if the power to grant or withhold franchises has been 
abused, the remedy is not state centralization but reform of local __ 
conditions, and we have progressed too far in this direction to take Py 


a backward step. 


of the municipality or the abutting property owners. All it has to do, is to 
file a document, and ipso facto, it gets a new franchise of general amend 
Such a provision is in many states unconstitutional. ; 
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Control of Securities 


Control over the issuance of securities by publ ¢ service cor- 
porations should be lodged in the state and not in the local authori- 
ties. Whether such control be restricted to the enactment of laws 
specifying in general terms how securities shall be issued and the 
various steps which must be taken prior to their issuance, or ex- 
tended to include full publicity regarding all financial matters or 
capped with a comprehensive plan for administrative regulation, 
the plan should be state-wide and not subject to local variations. 
One needs only to consider momentarily what would happen if a 
corporation could issue securities only after approval by every local 
authority in whose territory it was operating.had been secured. In 
exceptional instances, local control might work without difficulty, 
but ordinarily there would be such conflict and confusion that it 
would prove impracticable. 

As the corporation is chartered by the state and as it must act 
as a unit, and as securities are issued not by an entity having a 
local situs but having a state-wide existence, it is obvious that from 
a logical and from a practical point of view the regulation of securi- 
ties is a function belonging to a central authority whether exercised 
by state legislature or by an administrative board. « & % 


Accounts and Reports 


Supervision of accounts and the filing of reports are also matters 
which should be under state supervision for similar reasons. Con- 
fusion and conflict would result from local regulation, and there 
would probably be such differences in the system of accounts adopted 
by the numerous local authorities that comparison would be ex- 
tremely difficult and the use of accounting and statistical data greatly 
hindered. 

In several states municipal utilities are subject to state super- 
vision in respect to accounting and statistical matters, similar sys- 
tems being established for local authorities and private corporations. 
Objections have been made to this plan, but I see no reason why 
municipalities should not ordinarily be required to have uniform 
systems of accounts and records, so that the facts may be known 
to the citizens and comparisons made. 
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Regulation 


i 


The power to review rates and to determine what charges 
shall be made is the function which has attracted most atten- 
tion. The sovereign power of the state in this respect has long 
been recognized. The question with which we are now concerned 
is whether this power should be lodged with local or with state 
authorities. Admittedly, the regulation of railroad rates cannot 
wisely be entrusted to local authorities. The state is certainly 
the smallest unit which should exercise this function, and it has 
been found necessary to confer certain powers upon a federal board 
to secure adequate supervision of interstate commerce. As this 
discussion relates to municipal utilities, railroads are excluded, but 
there is considerable similarity between railroad rates and street 
railway and interurban rates. These utilities often extend through 
several jurisdictions, and similar difficulties attach to local regula- 
tion of their rates as attach to state regulation of railroad rates. 
Gas works are more frequently confined to single areas. Hence, 
while it is not impossible for municipalities to regulate rates and 
while there have been many instances where this power has been 
wisely and efficiently exercised by municipalities, it will be found 
increasingly difficult; and if it is not now, it will ultimately be neces- 
sary in most instances for the state authority to control rate regu- 
lation. In the meantime, where utilities are purely local, where 
cities are regulating rates effectively, and while state commissions 
are perfecting their methods and organization, it is not advisable 
to deprive all localities and particularly the large cities of all control 
over rates. It is impossible, however, for small localities to per- 
form efficiently this function. Rate regulation involves consider- 
able expense and the maintenance of a staff of experts to investi- 
gate and report the essential engineering, statistical and accounting 
data necessary to a fair solution of the problem. Small cities, towns 
and villages do not have the necessary organization, and the expense 
of maintenance is so great as to make it almost prohibitive. States 
and large cities can bear the expense without an undue burden upon 
the public. 
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Control of Municipal Rates 


a) There are extremists who advocate that state commissions should 
ie (\» be given power to determine what rates should be charged by munici- 
a ae palities operating their own utilities and what principles should be 


municipality from dealing with its utilities upon a public health or 

- common good basis and require them to raise funds as prescribed 
_ by astate board. To illustrate: It has not been many years since 
private companies maintained sewerage systems in southern cities. 
From time to time these systems have been acquired by munici- 
_ palities, and instead of charging according to the service rendered, 
the cost of maintenance has been included in the annual budget 
and raised by general taxation. If state regulation of all municipal 
utilities is to be carried as far as suggested, it will mean that munici- 
palities may not defray such expenses by general taxation, by assess- 
ments upon property benefited or in some other way as they désire, 
but that revenues must be raised as a state commission shall dictate. 
Many municipalities raise a considerable part of the cost of 
operating water works by general taxation, upon the ground that 
an adequate water supply is necessary to protect the health of the 
city. If the extreme of state regulation were to be adopted, a state 
board could rule that this is improper and that those using water 
must pay according to the number of faucets or bathtubs or gallons 
of water used. The people of the community might prefer another 
method, but their wishes would avail them nothing. Municipal 
home rule would become a myth, and towns, villages and cities 
would be ruled from the state capital and by persons not directly 
responsible to the people affected. Few things would be more de- 


- ' followed in municipal rate-making. This is another radical infringe- 
— of the home rule principle and would virtually prevent a 


Service Matters 


(A P The term “service” has a very broad meaning. It covers a 
- multitude of matters ranging from the number of cars operated 
we upon a street railway to the efficiency of lamps supplied by electric 
Lal ’ companies and the pressure under which gas is distributed. These 

functions affect not only the commercial status of a community 
“uy but also its health, convenience and safety. Until recently munici- 


structive of civic patriotism and good government. —s. . 
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pal regulation had a much wider scope than state supervision, but 
since the creation of state commissions with powers over service 
matters, there has been considerable discussion as to where the 
municipality should end and the state begin. As yet no clear line 
of demarcation has been evolved. Probably the most practicable 
plan would be for local authorities to continue to exercise the con- 
trol now vested in them by statutes and city charters, and in case 
of conflict between different local regulations or between local and 
state regulations for the action of the state regulatory body to be 
controlling. In this field, state commissions should proceed slowly, 
and they should not interfere with local regulations unless such 
interference is quite necessary. Doubtless, experience will indicate 
what matters are local and what matters can best be dealt with by 
a state board. Until this has been done, state commissions should 
give local authorities every chance to work out their own salvation. 
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THE CASE FOR HOME RULE 


By Cuartes E. Merriam, 
Professor of Political Science, University of Chicago. 
The city of Chicago was the victim in 1913 of as daring a raid 
- @s a pirate crew ever made upon a rich and defenseless city. A 
bill was pending in the legislature which created a public utility 
_ commission, but in article six conferred upon cities the option of 
exercising identical powers, if they chose to undertake the task of 
regulation. This home rule article was suddenly stricken out by 
the house. Upon public protest it was restored by the senate. On 
_ the last day of the session the house refused to concur in the senate 
amendment, and to the consternation of Chicago the act became a 
law. It swept away most of the powers Chicago had slowly wrung 
from the state legislature through a long series of efforts, and snatched 
away the hope of adding others. This act was not demanded by 
the state of Illinois. No party and no candidate urged it. The 
_ Chicago press, and people, had uttered the most vigorous protest 
against the measure. Unasked by the people of the state and de- 
nounced by the people of the city, this bill was passed in the interest 
of public utility corporations, and was the crowning climax of the 
corporation legislation of our state. 
Those interested in local public utility regulation firmly believe 
7 that cities should possess the right to control public service cor- 
-porations, which are primarily, and largely, local. We hold that 
cities should be given the option of local or state regulation to exer- 
cise, as their situation, or judgment, may dictate. If cities prefer 
state regulation it should be their privilege to come under such 
regulation; but if they prefer to regulate their affairs themselves, 
then they should be accorded that privilege. 

There is nothing to prevent cities of moderate size from securing 
the best types of expert advice, and assistance, whether engineering, 
accounting, investigating or otherwise. Chicago has had the benefit 
of the advice of men like Arnold, Cooley, and DuPont in the con- 
sideration of its traction problem; of Wallace and Fisher on railway 
terminals; of the Jackson brothers, and Bemis on gas and telephone, 
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and in the last ten years, has attacked the public utility problem, 
with the assistance of competent experts. The ability of the experts 
employed and the advantages gained have stood in striking contrast 
to the work done by the railway and warehouse commission of the 
state. 

We have now organized a public service department for the 
supervision of service and the regulation of rates of public utility 
companies. This department consists of five bureaus: The bureau 
of transportation, the bureau of gas, the bureau of telephone, the 
bureau of electric light and power, and the bureau of engineering. 

But for the surprising action of the legislature of 1913, this 
department would have now been in position to deal directly and 
effectively with the utility companies of Chicago. As things stand, 
its functions are limited to the general supervision of public utility 
service, and the enforcement of certain provisions in contract ordi- 
nances, notably those contained in the telephone and electric light- 
ing company franchises. 

Chicago received from its public utilities, in 1913, the sum of 
$3,688,477.03, derived as follows: 


Street Railway 
_ Chicago Telephone 385,614 .93 

Chicago Tuanel Company Telephone.................. 
Chicago Tunnel Company Tunnel..................... 
Commonwealth Edison Company...................... 
Cosmopolitan Electric Company...................... 


473,010.95 
21,665 .29 
10,168.46 


If adequate power were conferred upon the city by the legisla- 
ture, it would be possible to have in Chicago a well equipped staff 
of experts, supervising service and rates, but responsible to the 
community which these companies serve, and not to a large and 
composite state population, most of whom they do not serve. The 
capitalization of the public utilities of Chicago excluding railroads 
is in round numbers $525,000,000. This amount is made up as 
follows: 


$2,529,033 .81 
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Name of company | Stocks Bonds | Totals 
Chicago Utilities Company........... $49,260,000 | $9,999,900 $59,288,900 
th. Chicago Telephone Company......... | 27,000,000 | 19,004,000 46,004,000 
a Commonwealth Edison Company...... | 45,838,936 | 32,000,000 77,838,936 
People’s Gas Light and Coke Company! 38,500,000 | 46,762,000 | 85,262,000 
7 ; Chicago Railways Company.......... 100,000 | 87,481,465 87,581,465. 
wd Chicago City Railway Company...... 18,000,000 | 28,950,000 46,950,000 
Calumet and South Chicago Ry. Co. | 10,000,000 | 4,825,000 14,825,000 
_ Chicago and Western Railway Co..... 72,000 74,000 146,000. 
_ Chicago and Interurban Traction... .. 1,000 | 1,350,000 2,350,000 — 
Chicago and Oak Park Elevated...... 10,000,000 5,077,062 15,077,062 
_ South Side Elevated Railway Co...... - 10,231,400 | 10,327,000 20,558,400 
_N. W. Elevated Railway Company... 9,891,500 | 29,552,000 | 39,443,500 
Met. Elevated Railway Company.....| 16,172,000 | 15,498,000 | 31,670,000 


The capitalization of down-state utilities, excluding railroads, is 
approximately $300,000,000. 

Of the companies operating in the city, the People’s Gas Light 
and Coke Company is owned by the Commonwealth Company and 
the elevated railroads are owned by the Commonwealth Edison 
Company. Interlocking directorates among the other corporations, 
as shown by recent reports of the public service department upon 
my city council order, are so close as to keep the ownership of this 
half billion dollar investment in a very few hands. The process 
of concentration is proceeding very rapidly and it is only a matter 
of a short time until we will be faced by a single company con- 
trolling all the public utilities of the city. This company will have 
larger revenues than the city government, a greater debt than the 
city, employ a larger number of men than the municipality, and 
transact a volume and variety of business rivalling that of the — 
municipal corporation. 

This mass of capital and net of interests can be effectively met — 
only by one power, and that is the combined power of the sub- 
scribers of all these companies in the city. These consumers of gas, 
electricity and users of telephone and street railways, are familiar 
with the character of service rendered and the prices paid. If they 
are in a position to assert themselves through the city government 
they will exert pressure which the people of the whole state cannot 
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and will not bring to bear. The pressure of these subscribers will 
be persistent, insistent, and perhaps, at times, annoying to the utility 
corporations. 

If rates and service requirements fixed by the locality are unfair 
and unreasonable, the courts will overthrow them, and the loser 
will be the city itself. The real danger is not that of confiscatory 
rates or arbitrary service orders, against which the corporations are 
well protected, but that the public will suffer from high prices exacted 
for inferior service. The real and present menace is the payment of 
dividends on watered stock, paid by the crowded car; the busy signal; => 
the wrong number; and the unbridled meter. To compel consumers 
to deal with this huge combination through the devious and indirect 
agencies of state government will tend to obstruct that vigorous 
regulation which the public interest requires, and which it should © 
be the object of sound legislation to secure. 

The charge has been made that public utility regulation by 
local authorities is likely to be more “political” in nature than 7 
regulation by state authorities. This contention is entirely mis-| _ 
leading. There is no ground for supposing that state governments Aa 
are less political than municipal governments, taking the country 
over. Indeed, state governments are always organized on partisan 
lines, while many cities are non-partisan in their organization. As 
a member of the city council of Chicago, which has been organized 
for more than a decade on a basis of at least nominal non-partisan- 
ship, I protest against the assumption that the city hall is any more 
“nolitical” than the partisan state government has been during 
the same period. If by “politics” is meant the interference of the 
demagogue, or the blackmailer, with fair and reasonable settlements, 
I reply that it is an easy march for these persons from the city hall 
to the state capitol. They mobilize quickly and understand how 
to besiege a governor as well as a mayor or a city council. It is 
utterly idle to suppose that merely by placing the power to regulate _ 
tn the hands of the state government the influences that interfere 
with wide and just public control will be automatically eliminated, 
and that on the whole conditions will be one whit improved. 

— / The real reason why many corporations prefer state to local 
rol is, mot-that-one is more “political” than the other, but that 
the-indirect-pressure of the state electorate is preferred to the direct 
“pressure of the local electorate. In the confusion of state and 
national politics they hope to escape, to some extent, public notice 
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and attention. They calculate that in the excitement of national 
elections, in the rivalry between city and state, in the battle over the 
liquor question, in the dust raised by factions and sections, a com- 
mission may be secured that either will be controlled or easily influ- 
enced by the public utility interests. It is difficult in any state 
to make the choice of a utilities commission an effective issue in the 
selection of a governor, and it is precisely for this reason that public 
utility interests, as a rule, prefer that type of regulation. Upon 
this point they are certainly “wiser in their day and generation than 
the children of light.”” I know that the public service corporations 
of Chicago will never be as effectively regulated in the public inter- 
est by the state, as they will be by the city of Chicago, and I have 
- reason to believe that the same situation is found in many other 
large cities. In my opinion the cry that “politics” will interfere with 
adequate municipal regulation is itself one of the cleverest pieces 
of “politics” in the long history of clever utility corporation tactics. 

The urban population of the United States of cities over 30,000, 
is 29,127,693. The population of cities over 100,000 is 20,886,015. 
The public utilities in these cities are an integral and inseparable 
part of the life of the community. If any subject is local in nature, 
and therefore properly subject to local regulation, these utilities 
certainly are of this class. A city government shorn of power over 
its street railways, its gas and electric lighting companies, where 
these are mainly local, is placed in a position where home rule is 
impossible. The control of city affairs is automatically transferred 
to the state capital and the state commission. { That public utility 
questions have so often been the storm center of local interest in 
cities like Chicago and Cleveland, is not without deep significance. 
This intense interest shows how far-reaching is the local importance 
of public utility problems, and how vital the power of local regu- 
lation is to the development of local government. The more nearly 
the area served by the utility corresponds to the city limits, the more 
emphatic the argument is. 

There are those who look with smug satisfaction at the raids 
upon the economy of our cities, but they will do well to remember 
that cities deprived of the power to regulate their local utilities may 
be forced to ownership and operation of them in order to secure — 
the service desired, and denied. In the long run, a generous option _ 
to the city of ownership, or regulation, will prove the wisest policy — 
and will result in greater gain to both city and corporation. 
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STATE AND LOCAL REGULATION IN PENNSYLVANIA 


Ina W. Srrarron, 
Mayor of Reading, Pa. 

We are at present passing through an age of social revolution. | 
The general public is demanding better civic conditions, better form 
of government, better class of men in public office, better returns 
for the public money and better and more efficient regulation of 
public utilities. 

In response to this general demand our form of government is 
undergoing a gradual change. Municipal government by commis- 
sion is supplanting government by the old double barreled council- 
manic form. As this form of government of cities has grown very 
popular, it has been adapted to meet other conditions that have 
arisen. As a result, in various states we have what is known as 
the public service commission, public utilities commission, or a com- 
mission of synonymous name. The idea of commission government 
was to centralize and concentrate the duties and power and to fix 
the responsibility of conducting municipal affairs upon a few men 
elected at large by the people, whereby more efficient service would 
be obtained by reason of their being in closer touch with the peo- 
ple on account of the regulations governing and controlling such 
commissions. 

Here in Pennsylvania, today, we have commission government 
in all the cities of the second and third class; and we also have a 
state public service commission. I am a firm believer in the prin- 
ciples of commission government when properly regulated, and think 
that they can well be applied to other functions of our government. 
But while the aim of commission government is to centralize and 
concentrate power and authority, the pendulum can be made to 
swing too far in that direction and the matter over done. That has 
been the case in Pennsylvania. The powers of the Pennsylvania 
state public service commission, as they. are at present constituted, 
are too broad and sweeping and too autocratic to be allowed to exist 
in a free and sovereign state. Quoting from the title of the act, 
creating and establishing this commission: “and to a limited extent — if 
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regulating municipal corporations engaged or about to engage in 
the business of public service companies,’”’ the vastness of its power 
becomes readily apparent. Municipal corporations have certain 
natural and constitutional rights that cannot be infringed upon or 
restricted. Under their corporate powers, cities of the third class 
in this state are granted certain inherent rights, among which is: 
“the making of contracts and the doing of all other acts in relation 
to the property and affairs of the city necessary to the exercise of 
its corporate and administrative power.” To show you that an 
attempt has been made to infringe upon and restrict the inherent 
and constitutional rights of municipalities, I will enumerate a few 


of the powers of the Pennsylvania state public service commission, 
wherein they conflict with those of a municipality: 


The state public service commission must first give its consent before 
any municipality can acquire, construct or operate its electric light plant, 
water plant, gas plant, heating plant or any other public utility. 

The state public service commission has the right to fix the rates that 
shall be charged for the service of any public utility operated by a municipality 
and can also compel it to adopt, use and keep, in conducting its business, 
such form, method, system or systems of accounts, records and memoranda 
as the commission shall prescribe. 

The state public service commission must first approve contracts between 
municipalities and public utilities before they can become valid and no grant 
or franchise of a municipality to a public utility can become operative without 
the approval of the commission. 

The state public service commission has the power to change or abolish 
any grade crossing within the city without the consent of the municipality, 
and can assess the entire cost occasioned by such change to the city. 

The state public service commission has the power to change the grade 
of the street occupied by a railway or street railroad and assess the munici- 
pality with the cost of said change. 

The state public service commission has the exclusive right in saying 
whether or not a city shall extend any road or street across the tracks of a 
railway or railroad corporation. 

The state public service commission must first grant its consent or its 
‘Certificate of Public Convenience’ before many matters of an urgent and 
local nature can proceed. 


The power of the state public service commission in all of the 
above instances is absolute and the only appeal from any of its 
rulings is to the court of common pleas of Dauphin County, at 
Harrisburg, where everybody must go and where the appellant must 
not only, as a condition precedent, pay all costs of preparing the 
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record, but must fight for the local rights, the public service com- 
pany and the public service commission with all their counsel. 
Furthermore, in case of an appeal no evidence is considered except 
that which was taken before the commission and the Dauphin County 
court can only affirm, or reverse, and in the event of reversal, send 
the case back to the commission for reconsideration. 

The Pennsylvania state public service commission, being ap- 
pointed by the governor, is answerable to no one for its actions. 
Why, then, should this appointive commission be given the power 
and authority over the elected representatives of municipalities re- 
garding the exercising of home rights which properly belong to the 
municipalities themselves? Is it not reasonable to believe that men 
elected locally by the people are better able to interpret local con- 
ditions and the intent of the people than appointed men unacquainted 
with local surroundings? I wish it to be clearly understood that I 
have no grievance against the individual members of the public 
service commission, for I hold each and every one of these men in 
high regard and have supreme confidence in their character, integrity 
and honesty of purpose. It is with the principle of this law that I 
find fault. The vast power and authority conferred by this act upon 
a few men are a blow to the cardinal and fundamental principles 
of democratic government. It is the entering wedge to deprive the 
people of that great principle for which our forefathers fought: 
the right to govern themselves. Men are but human and not divine 
and at sometime or other are liable to have their fair judgment 
prejudiced by sentiment, friendship or other circumstances. The 
members of the public service commission are not responsible for 
the act creating that body and they must do their duty and enforce 
the law as they find it. I do not believe that the commission would 
intentionally use this vast power at their command to the detri- 
ment of the municipalities of our state, but no necessity existed for 
conferring the same upon them and the act should be very mate- 
rially modified. With this end in view, the several cities, boroughs 
and towns of this state have organized “‘The Municipal Home Rule 
League of Pennsylvania,‘‘ having in view the following objects: 


First. To effect the amendment or repeal of the public service company 
law and such other laws or parts of laws as affect the inherent and constitu- 
tional rights of municipalities and the people in their self-government. 
Second. To frame and cause to be enacted such laws as may be necessary 
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to restore to the municipalities and the people their inherent and constitu- 
tional rights. 

Third. To guard constantly the rights of municipalities and the people 
at large against the encroachment of power by unscrupulous public service 
corporations or by individuals in the enactment of unjust laws; and in gen- 
eral to protect the people of the great state of Pennsylvania in their civic 
and economic rights and interests. 


You will agree with me, gentlemen, I am sure, that these prin- 

ciples for which this league stands are founded on good common 
sense and are only those to which the people are justly entitled. 
This league is now at work gathering data and drawing up laws 
embodying the principles that it stands for, and which it will attempt 
to have enacted at the next session of the legislature. I feel con- 
fident that the old adage, “Right is might and in the end shall 
_ prevail,” will again be verified. 
Not only is the present public service commission act of this 
state wrong in the instances just enumerated but it is impossible 
_ to carry out its requirements in an efficient manner. The method 
of procedure that is prescribed and must be followed in all the deal- 
ings with the commission is nothing but a mass of red tape that 
makes delays and inconvenience the rule and not the exception. 
This is but the natural outcome of the broad scope of the power of 
the commission. The large amount of work, trivial, detail work, 
that it is required to pass upon because of this broad power, takes 
up its time to the exclusion of almost everything else. As a result, 
with a limited clerical force, there must be long, protracted delays 
often resulting in great expense and inconvenience until the matter 
can be reached in the regular routine. I have in mind several 
instances in which the inconvenience and delay resulting from com- 
plying with the requirements and red tape prescribed by such regu- 
lation are aptly illustrated. 

In one case a municipality decided to install a telephone ex- 
change in its city hall because of the more efficient service that 
would result therefrom. The officials of the telephone company 
were called in and the needs and wants of the city explained to 
them. After some discussion an agreement was reached. Before 
the matter of installing the telephone exchange could proceed, how- 
ever, application for a hearing before the public service commission 
had to be made, a petition for a certificate of public convenience 
had to be prepared, the substance of the contract, the names of the 
pes 
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contracting parties and date when the commission would be asked 
to approve the contract had to be advertised in the daily newspapers, 
and after the hearing the pleasure of the commission awaited until 
the certificate of public convenience be issued. Until this certificate 
is received all work must be held in abeyance. This matter has 
been in suspense before that body for several months and in all 
likelihood, from present indications, several more months will elapse 
before the certificate of public convenience is issued and the exchange 
installed. 

In another instance a telephone company owned a pole on 
which was carried its wires and also the wires of another public 
service company. Events transpiring which made the ownership 
of the pole by the telephone company unnecessary, the telephone 
company decided to sell or give it to the other public service com- 
pany. The transaction involved at the most a cost of not more 
than $10 but it being a matter between two public service companies 
it was found that it would be necessary to first obtain the sanction 
of the public service commission, which would then issue its cer- 
tificate of public convenience, before the matter could proceed. The 
amount of the expense involved in drawing up the plans showing 
the location of the pole, the wires thereon, in advertising, and in 
going to and from Harrisburg to take the matter up with the com- 
mission greatly exceeded the amount of money involved in the 
transaction. 

Again, the matter of building a certain railway was being con- 
sidered and the necessary capital, about $90,000, had been paid in 
by the prospective incorporators of the company. Then, as it was 
first necessary to obtain the approval of the public service commis- 
sion before the company could be incorporated, the money was 
placed on deposit in a trust company until said approval would be 
obtained and the matter of incorporating proceed. The delay occa- 
sioned by the method of procedure stated in the above cases held 
the matter up for several months. Finally, no action being taken, 
the parties interested became exasperated at the delay, took up 
their money and invested in some other enterprise and the matter 
of providing street railway transportation in that section of the 
country and which would have proven a decided benefit thereto, 


was dropped. 
These are convincing examples of the red tape encountered, 
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delays and inconvenience met with and benefits lost through the 
operation of the present law. On the other hand were the public 
service commission to enforce all present regulation requirements 
with the object of getting quicker action, it would take an army of 
clerks, special investigators and the like. The expense that would 
be entailed would be great and would result in placing an unjust 
_ burden upon the people in the form of direct or indirect taxation to 
meet it, and the results achieved would be of little practical value 
to anyone. 

We need regulation of public utilities but the regulation should 
be along simple and sane lines. Under the present act, it is pro- 
vided that before any public utility company can do business in a 
locality where another public utility is engaged in the same busi- 
ness, application must be made to the public service commission 
for a certificate of public convenience and that, “the commission 
shall find or determine that the granting of approval of such appli- 
cation is necessary and proper for the service, accommodation, con- 
venience or safety of the public.” Recent interpretations of this 
provision, by the public service commission, practically assure every 
public utility company that it is safe from competition, and so long 
as the law remains in its present state, they need have no fear of 
competition in the future. Such conditions breed arrogance, rude- 
ness and indifference on the part of the public utility company 
towards the public, as it has a virtual monopoly on its product in 
that locality and is not amenable to the local residents for its con- 
duct. To allow such conditions to exist within a state is in direct 
contravention with the policy of the federal government in its deal- 
ings with national monopolies. The federal government, recognizing 
the fact that competition is vital to the business and prosperity of 
the country, and that monopoly produces stagnation of trade and 
commerce, brought suits against the trusts that were exercising 
monopolies and were successful in dissolving them, thereby giving 
to trade the stimulus that is always the result of competition. If 
this is a national policy, why should it not be a state policy? Com- 
petition means courtesy, due consideration of the public’s needs, 
and acts as an incentive to produce the very best at the lowest 
- eost and it should be encouraged to the utmost. 

The public, being obsessed with the idea that public utilities 
are the cause of all public ills, has made these companies the subject 


| 
| 
=: 
~ 
a 
— 


STATE AND LocaL REGULATION ie) 181 


= 


of special investigations, special taxes and special laws. Legislating 
against them has become a fad and like all fads has been carried 
too far. Within the past ten years this has been especially true. 
During this time there has been placed on the statute books of this 
and other states, one after the other huge cumbersome laws, bristling 
with legal and technical terms and phraseologies. These laws were 
all designed to regulate the operation of public utilities and the 
author of each claimed that his law would be the cure-all for all 
problems arising between the public service companies and the 
public, solving all such problems in a fair, just and equitable man- 
ner. The fallacy of these claims has been proven in every instance. 

Their legislation was based upon what had occurred in the past and 
failed to make provisions for the constantly changing conditions and 
viewpoints, which are continually arising and changing the method 
of operation of public utilities. Moreover, it is an impossibility 
to frame a law to allow for these constantly and continually chang- 
ing viewpoints and conditions. The present laws have signally 
failed to accomplish the result desired and on the other hand have 
occasioned a great deal of inconvenience and delay. This is because, 
among other things, they attempt to pass on the honest acts of all 
corporations, which are of a goodly number and which the public 
service companies are perfectly willing that they should pass upon, 
whereas if the public service company does not wish to have the 
public service commission pass upon certain of its actions, it simply 
ignores the commission, and the ferreting out of every such case is 
practically impossible. In this way the aim and intent of the law 
prescribing such regulation are frequently frustrated. Regulation of 
this kind does not regulate. 

It is possible to run a furnace without a draft check or regu- 
lator but if you desire to get the most efficient results from your 
furnace and your fuel, you will install a check or regulator. The 

regulator, however, must not be so cumbersome a thing as to make 


the running of the furnace an expensive luxury devoid of any eco- 
nomical results. It must be a simple device that will not interfere 
with the practical running of the furnace. So it is with public 
utility companies. They could be operated without any regula- 
tion whatever but if the public desires to get the most beneficial 
results from such public service companies, they must be regulated, 
but the regulation dare not be a cumbersome thing that is going to 
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interfere with the ready operation of the company or endanger the 
user’s benefits, but must be a simple thing that will not retard or 
restrict the every day routine of the company or be a burden on the 
public. 

Public utilities are here for a purpose. That purpose is to 
supply the great wants of the whole people and toward that end they 
should be operated in the interests of the public welfare. From past 
experience, we know that the public has not always been fair to the 
public utility company, nor has the company always been fair to 
the public. The spirit of retaliation has often been present and on 
many occasions has been allowed to befuddle and becloud the real 
issues that were under consideration. This whole question should 
be considered in a fair-minded way, keeping in mind the viewpoints 
of both the investor and the public. The investor in the stock 
of a public utility must remember that the grants and franchises 
for the use of public property which the company has received 
from the people are of inestimable value; but he should also be 
assured that the safety of the enterprise in which he invests is not 
to be endangered by drastic legislation which would affect the value 
of his investment; and the whole body of investors, constituting 
the public service corporation, which is enjoying a municipal grant 
or franchise, should keep in mind the fact that the public is at all 
times entitled to receive fair and just treatment at their hands, 
whether there is a specific law covering the case or not. When 
the public service company loses sight of this fact and attempts to 
evade the measure by hiding behind its legal rights, the public 
becomes aroused and demands redress with the result that laws are 
often passed which are more severe than there was any necessity 
for but which bears evidence to that “get-even”’ spirit that is entirely 
too prevalent among us. The public in its turn must remember 
_ that the public service company also looks to them for just and 
fair treatment and that while there may be difference of opinion 
at times, hasty action should be avoided and the matter left to be 
settled in the light of cold, unbiased reason. 

Our laws are made by our representatives, who are elected to 
_ represent all the people. They legislate to cover existing conditions 
according to their knowledge, which is often meagre on such a great 
question as this one. This is due to a lack of abundant and cor- 
rect information on the subject and no matter how honest their 
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intentions may be they are frequently swayed by friendship, politics 
or the seeming popularity of the measure, which atmosphere is 
often created by the ever ready one side, and the legislator unthink- 
ingly permits himself to be placed in the position of a medium 
between the people and the corporation, instead of being the direct 
representative of the whole people. It is in this way that many 
errors creep into our laws and they become the cause of much un- 
pleasantness until finally stricken out or corrected by subsequent 
legislation. This condition could be corrected by having the public 
throw off that lethargy—indifference—which seems to have envel- 
oped it in regard to public affairs, take a greater interest in the 
public welfare and keep in closer touch with its representatives. 
We should always endeavor to elect men of character, integrity and 
forcefulness who would have the keen foresightedness to discrimi- 
nate in favor of the right and would not allow themselves to be 
influenced by anything except their duty to the public. 

When the people become awakened to existing conditions, we 
can then hope for more efficient, more sane and more simple laws. 
Why, the most striking feature, resulting from laws of regulation 
of public utilities to which I have referred so repeatedly, outside of 
its inefficiency, is its frightful cost. I am informed that there was 
spent by public service commissions of the several states during the 
past year the amazing sum of $40,000,000, all of which was paid 
out of the funds in the public treasuries and which was derived from 
direct taxation of the people. In addition the people were made 
to pay indirectly many more millions of dollars by reason of over 
charges, poor quality of service and in other numerous ways applied 
by the companies to reimburse themselves for the cost incurred 
in carrying out the exactions of the commissions. The total cost 
of this direct and indirect taxation, which must in the end be paid 
for entirely by the consumer is simply enormous. Do you marvel 
that the public is awakening and demanding that laws of regulation 
that do not regulate but only result in great cost, inefficiency, delay 
and inconvenience, be corrected? I tell you, gentlemen, that the 
time has come when the people will insist that an entire revision, 
correction and adaptability of the laws in all their phases be made. 
As one method of correction in the regulation of public utilities, I 
would suggest that public service companies be regulated along the 
capital, rates and service lines. 
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They should not be allowed to capitalize for a greater amount 
than that actually invested in the business; their rates of service 
should be fixed upon a sliding scale basis, and should be established 
on the cost of the necessary operating expenses plus a fair return 
on the money invested; their service should be of a standardized, 
uniform quality, from which they should not be allowed to deviate; 


_ their dividends and surplus should not be allowed to be increased 
without the public participating jointly in the prosperity of the 


- company. This could be done in the following manner: The com- 


- pany should be required to reduce the rate of the standardized, 
- uniform quality of service to the public a certain amount for every 
per cent added to the dividend or for every stated amount placed 
to the surplus account. Under this plan, known as the London 
plan, the company would have no incentive for breaking or evading 
the laws for the purpose of increasing its dividends, as the only 
- way in which dividends or surplus could be increased would be as 


- been the cause of more evasion of laws on the part of public service 
companies and corporations than any other one thing, but under 
this plan there would be no necessity for their so doing. Instead 
_ the company would be kept on the alert to adopt all improved ways 
_ by which their product could be furnished at the lowest possible 
cost, thereby increasing the gains of the company in which both 
the stockholders and the public would share, thus benefiting both. 
_ The public service company would not be harassed by a multiplicity 
of laws retarding and interfering with its method of operation; the 
investor in the securities of the company would receive a fair return 


with his investment; and the public would be saved the huge sums 
now spent for inefficient regulation besides being assured of a uni- 
_ form standardized quality of service, the cost of which would be 
- reduced, according to the prosperity of the public utility company. 
The day when valuable municipal franchises are to be secured 
- without the city receiving an adequate return therefor is past, as 
_ the enormous returns that have accrued to the original investors 
— in the first public utility companies have disillusionized the public 
_as to these persons being actuated by a spirit of public philanthropy. 
_A broader public vision now prevails and the jingling dollars of 
today can no longer dull the acute hearing of the people to the 


| 
| 
A 
previously stated. The desire to earn and pay large dividends ha 
7 an on his money, with a lessening of the element of risk in connectio1 


STaTE AND LocaL REGULATION 
host of future possibilities in which the investor and the public 
should be joint participants. 

What is eminently desired by everybody is a plain, common 
sense situation, devoid of red tape, easy of interpretation, with 
theory and practise combined in a practical way and everything 
dovetailing and working together smoothly and harmoniously for 
the production of the most efficient and beneficial results that are 
capable of being achieved for the good of the public welfare. 

The London plan of which I have just spoken would go a great 
way to produce this result and I would favor its adoption and trial 
here. 

I am of the firm conviction that the present method of regula- 
tion of public utilities in this state will be corrected by the next 
legislature and the defects existing in the public service commission 
act repealed. 

In an earnest effort to serve in the best and most satisfactory 
way the public needs, the public utility companies should inten- 
sively cultivate that friendly feeling which. brings confidence, and 
then with a mutual recognition of each other’s rights and purposes 
there will appear on the horizon the dawn of a day of better things 
for all concerned in the public welfare. 
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CONC LUDING REMARKS OF PRESIDING OFF ICER 

There were two principles laid down by Mr. Erickson in the 
very interesting and instructive paper that he has just read to us, 
which particularly impressed themselves upon me. The first was 
_ that the field of the body regulating a public utility should be as 
broad as the field in which that utility operates; and the second, 
_ that a public utility ought to be operated either by a state or local 
body in accordance with which could do it best. Now, it struck 
me that if Mr. Erickson were to decide that question in New York 
according to those two principles, we would find Mr. Erickson on 
the side of home rule regulation there; first, because most of the 
utilities as to which we feel the necessity for regulation are coter- 
minus in their field of operation with the greater city, and secondly, 
because we are devoted in New York to the principle of home rule. 
We have an abiding faith and conviction that we can govern our- 
selves a great deal better than anybody else can govern us. And 
so I was very much interested in a: Mr. Erickson lay down 
those two principles. 

And now, ladies and gentlemen, the discussion of the evening 
_isclosed. You have heard a good deal of sound doctrine. To me, 
: sitting here on the platform, it has seemed that perhaps a pre- 
-ponderance of the opinion expressed here by the speakers lay on the 
side of a material and effective measure of local regulation; but, 
fortunately perhaps for your comfort and possibly also for my con- 
_ fidence in my own opinion, you will not be asked to take a vote on 
that subject this evening. It is hardly to be expected that this 
- important question will be settled as a result of this series of con- 
ferences, but that this discussion has been held at a time when this 
matter is a live issue in the cities as it is in New York, where we are 
going up to the state convention this year to ask a material and 
effective measure of genuine and practical home rule, certainly ought 
to put us further on the way to a logical, reasonable settlement of 
_ this question for our cities. 

: But whether we settle that question or not, it seems to me that 
there is a practical result that ought to follow from these confer- 
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ences. As our civic consciousness in the cities is developed, and 
our understanding of our own problems, we have come to see that 
those problems are not local or peculiar to particular cities, but are 
typical and common to all the cities. It was for that reason that 
in the call issued by Mayor Blankenburg and his colleagues atten- 
tion was called to the fact that it might be possible in these con- 
ferences to develop a common basis of coéperation on the part of 
the cities in securing fair rates from public service corporations. 
Now, if out of these conferences there grows a more sympathetic 
understanding, a better feeling, more effective codperation, a prac- 
tical basis for the establishment of the machinery of coéperation 
by the cities, the same kind of effective and practical coéperation 
that most of us feel exists today among the public service corpo- 
rations, then, I say, if that can be accomplished as a result of this 
series of conferences, the people of our cities can feel that a prac- 
tical and valuable result has been achieved for them. 
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MUNICIPAL OWNERSHIP 


- Fellow Mayors and Delegates: I have so much respect for the 
_ office of Chairman, a function which is largely confined to the intro- 
_ ducing of other persons who are to speak, that I have refrained from 
preparing an address which I could read, introducing the theme of 
1 the discussion this morning. 
aa There are, however, a few reflections, which may not be inappro- 
in priate for me to venture to you before calling upon those who are 
4 - to read papers and participate in the serious discussion. 
| = ° In the first place I want to point out what I believe to be true, 
_ that the movement for municipal ownership in the United States 
is the direct and immediate fruit of the misconduct of privately 
oe public utilities. That is not true so largely in Europe, as 
it is in this country. In Europe the movement for municipaliza- 
— of city public utilities, and nationalization of state public utili- 
ties, has had a somewhat different origin. All of us, I think, will 
‘= recall that immediately upon the conclusion of the Franco-Prussian 
war, when Prince Bismarck was thinking of some sort of cement 


policy propounded by him was the nationalization of the imperial 
railroads. He wanted the German government to have control of 
the largest sum of ready money daily coming in over the counter 
that there was in the Empire. He wanted to relieve, to some extent, 
the rate payer who would be burdened by very heavy exactions for 
_ national purposes of one sort and another and so without infring- 
_ ing upon the discussions which we will hear from Mr. Howe as to 
how European municipal ownership was brought about, I think 
I may venture my own opinion that the movement for municipal 
ownership in European cities generally was, in part at least, perhaps 
in larger part inspired by the desire to find sources of municipal 
revenue which would relieve the general taxpayer, or at least 
exonerate him for local purposes, and free his shoulders to bear the 
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burden of national taxation which everybody foresaw would neces- 
sarily be serious. 

In our own country, we had an entirely different attitude. We 
had a raw continent to study and exploit here, and we developed 
a set of men who were exploiters of that continent, who were captains 
of industry and whose success was not achieved by observance of 
the Ten Commandments. Their rough work succeeded and was 
very showy! 

We came to have a sort of vulgar worship of success in the 
United States. Men who were able secured either from the general 
or state government or through the municipal government the grant 
of great privileges, out of which they could make great fortunes, 
and dazzled by their unprecedented riches we looked upon them as 
the highest development of American initiative. It was at least 
one instance, although not the only instance in history, in which a 
people, between the Golden Calf and the Ten Commandments, were 
led to worship the Golden Calf. We came to a very sudden awaken- 
ing on that subject. Some ten or twelve years ago, it was con- 
sidered that the American city was the American failure. 

Mr. James Bryce, in his American Commonwealth said it was 
too soon, even yet, to tell whether America’s experiment in demo- 
cratic institutions and self-government would succeed, and that, 
if it went to pieces at all, it would go to pieces upon the rock of a 
corruption and degradation of the American city, which showed the 
incapacity, apparently, of the American people to govern themselves. 

While much work has been done by the American city, I doubt 
whether anybody ever opened so deep a mine or ever performed so 
great a service for American cities, as was done by Lincoln Steffens 
in his series of articles on “The Shame of the Cities.” He hurt our 
pride, he stung our self-esteem, he exhibited us at our very worst, he 
made even the shameless ashamed, and when those articles were read 
and digested in America, Pilgrim’s Progress was used to find a new 
name for the work that Lincoln Steffens started to do, and the muck 
raker became a familiar figure among us. America, showing her enter- 
prise and her capacity, shook herself together for a new city régime 
as an answer to the challenge. 

The instant result of inquiry was that all sincere and fair ob- 
servers put their fingers upon the public utilities corporations in 
the city as at least the greatest contributing cause of the corruption 
of the American city. 
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J hope I am not speaking with the slightest danger of being 
% ‘=e of local reference. I wish I might have that feeling. The 
fact, however, is that practically every state legislature in this 
country and practically every city council in this country, was 
either corrupted, or under very grave suspicion. In the state of 
_ Ohio, in which I now live, and to which my loyalty is unbounded, 
_ we had a legislature in my early residence there, which we called 
“The Garbage Legislature.” Men trafficked in votes upon legis- 
- lation in the lobby of a hotel immediately across from the State 
House, and men were heard to weep and complain because the 
amount they had gotten for their vote was less than some associate 
legislator had gotten for his; while in our city council men with 
ropes sat in the galleries and even then were scarcely able to exert 
the purifying force of an indignant and aroused public opinion suffi- 
ciently to prevent the traffickers in city franchises for public utilities 
from selling out the inheritance of future generations. That is in 
very large part destroyed now. 

There is no revolution that I know of in the American nation 
so complete, so adequate, and so wholesome as that which has 
banished the crass forms of corruption from American municipal 
- eouncils. As one looks over the life of the American city now, we 
see that sort of brutal corruption is sporadic where it exists at all, 
is unusual and under severe condemnation. There is not the sort 
_of tolerant attitude toward it that there used to be. The corrupt are 
no longer content, and the shameless are at least ashamed when 
that sort of thing is now discovered. 

One of the immediate resorts of those who felt the corruption 
of the American city most keenly, and saw its causes most clearly, 
was an advocacy of the philosophy, as they called it, of municipal 
ownership, the idea being that the granting of great privileges for 
the operation of public utilities in public property inevitably tended 
toward corruption, and that the answer was to assimilate our prac- 
tice to the experience of Europe by municipally entering upon these 
projects. 

As this expedient, municipal ownership, was an answer to a 
_ hitherto corrupting policy, municipal ownership began to have a 
certain moral quality in the eyes of those who advocated it in the 
early day. Men who were for municipal ownership were thought 

to be for honest municipal government, while men who were opposed 
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to municipal ownership were said to be opposed to honest munici- 
pal government and in favor of brutal and gang rule. That led, to 
some extent, to a premature indulgence, in certain communities, in 
municipal ownership enterprises. By that I mean indulgence in 
such enterprises, where the state of the public mind, outraged and 
aroused at previous abuses, was not yet adequately aroused to a 
long sustained effort of observation, constancy and care in the man- 
agement and control of those undertakings. 

So there came in our early history of municipal ownership a 
number of experiments which are regarded with great glee, by the 
present opponents of the policy, as failures. For that reason I 
am very anxious to insist, if I can, upon the view, that_municipal 
ownership is not a philosophy, that it is not a question of morality, 
that it is neither good nor bad in itself, but that it is a question of 
social organization, a question of economic policy, a question of 
large expediency. 

Whether municipal ownership is the proper answer to meet the 
utility problem in a particular place, at a particular time, must be 
determined not by any abstractions on the subject, but by a con- 
sideration of all the elements that enter into the making of that 
particular problem at that place. 

One thing that the policy of municipal ownership in any city 
requires is that people shall comprehend it and shall be willing to 
sustain the conflict. 

The whole controversy has now come, I think, to this state, 
that the privately owned public utilities are banded together to 
maintain the status quo. By that I mean that they have in large 
part abandoned the idea that they can secure extortionate and 
exorbitant grants from the public now, but the combined efforts 
of the privately owned public utilities companies in this country 
are exerted in the direction of maintaining what they have already 
secured. They now would, I think, be perfectly willing and per- 
fectly satisfied to have practically every city in the country take 
over for public management the public utilities if they would pay 
them the face value of their claims, for what they have already 
secured. They would be willing to sell us their plants and their 
sins, if we would buy both. The difficulty with the situation is 
that we want to buy their plants and do not want to buy their sins. 
The consequence of that is, there is a highly confederated, expertly 
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_ organized, skillfully managed combination among the privately owned 


_ public utilities of this country to pervert and mislead and strangle 


“9 ; public opinion on the subject. 


I do not want to deal in general terms. I like to be specific 
_ about the things I am talking about. There are a number of maga- 
_ gines in this country which are either owned or controlled, or the 
_ directorates’ of which are interlocked with the directors of public 
utilities companies, in such a way that they are the organs of the 
_ private interests in this controversy. 
It is a somewhat interesting spectacle to find that gentlemen 
owning, privately, public utilities now regard themselves by some 
sort of divine commission as the custodians and guardians of our 
morality and politics as citizens of a city, but that is the attitude 
they do adopt. They hire practically everybody who can capti- 
vate the public imagination in any way, and will sell his talents. 
I happen to have here a paper Concerning Municipal Ownership 
which is published by a company otherwise anonymously known as 
_ the Municipal Ownership Publishing Company. The particular con- 
tributor to this so far as I am able to discover is a man who has 
made a most desirable reputation in American literature as a 
graceful, amusing, entertaining and until quite recently I supposed 
a straightforward writer. His contributions to this paper are as 
shameless an exhibition of the barter of high talents in a bad cause 
as I have ever seen anywhere. This author recently published an 
article on tadpoles in one of the numbers of this magazine, in which 
he made the statement that in the city of Cleveland’s municipal 
electric light plant, they had used a cooling water pond to condense 
steam, which pond had become infected with tadpoles, and that in 
order to rid the pond of those tadpoles, sulphate of copper or some- 
thing of the sort had been put in the pond to kill them, but that 
it had corroded the machinery of the plant at the same time, to 
such an extent that the entire investment in that plant was lost, 
showing a monumental sacrifice to the lack of skillful city manage- 
ment involved in municipal ownership. There is absolutely not one 
word of truth in this. There were tadpoles in the pond, and they 
were successfully killed, but the machinery is still operating and the 
plant, which he regards as a monumental failure of municipal owner- 
ship, was the nucleus and the inspiration of a plant very much 
larger in its cost and in its possibilities, which has today established 
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a maximum rate of three cents and a minimum rate of one cent 
for current sold for light or power in Cleveland under municipal 
ownership and management. Now, this author knows that they have 
a mayor in Cleveland, and he knows that it is not very far from New 
York to come to Cleveland and I make bold to say that a man of his 
reputation, who has secured a hearing in honest ways and who prints 
such misleading information to beguile the foolish about public 
questions, is faithless to the traditions of his high literary calling. It 
was a part of his burden as an author to ascertain the facts before 
he undertook to print anything on the subject. I do not know 
how much he is paid, but I know that if his pay, as is usual in such 
cases, is in an inverse ratio to the straightforwardness of his per- 
formance, he ought to be getting very rich. 

In addition to that, the adversaries of municipal ownership are 
claiming that municipal utilities, public utilities, ought not to be 
in politics. I have had thirteen years of perfectly joyous experience 
on that subject. I have been for thirteen years combating public 
utilities in the city of Cleveland. Every campaign in those thirteen 
years, no matter how remote its issues might be from public utilities 
questions, found the forces of the public utilities very actively en- 
gaged in politics. They have a keen scent and a long sight for 
their interests. 

I want to hold out this answer to those who fear political activity 
in municipal ownership: that open activity is better than secret 
political activity; that it is better to have our adversary out in the 
field where we can see him and fight him than to have him hiding 
behind ledgers and books that are closed accounts to public inspec- 
tion, and where we never know the extent or the character of the 
forces we are fighting. 

The question of municipal ownership is open for your discussion. 
I do not believe it to be a philosophy; I think it to be an expedient; 
I think that the progress of the movement in the future in this 
country is going to be very much more rapid than it has been in the 
past. I think one of the most important things for us as mayors 
and delegates and public spirited citizens to do, is to act in concert 
on some measures if we can, to prevent the spread of mis-information 
on this question so that when any question comes to be determined, 
or any problem to be solved, it may be in the glacial atmosphere of 
the kind of “‘facts’’ which Mr. Brandeis said yesterday was neces- 
sary for the predication of any sound judgment. 
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not business-like. 
- money; you keep your streets, which cost money; you keep your parks and 
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= By Freperic C. Howe, 
Commissioner of Immigration, New York City. 


Some years ago I was in the city of Berlin with a group of Amer- 


- jean business men and city officials, and after a luncheon given by 
- the Burgomaster and his associates, there were a number of ad- 


dresses, in which the burden of the American discussion was regret 
that our cities are not run in the business-like way of the German 
cities. 

The American speakers were followed by a German Burgomaster, 
who said: 


Yes, we know American cities; we read your reports and we have heard 


American business men and Chambers of Commerce, and municipal officials 


say the same thing—that the trouble with the American cities is that they 
Your cities in America keep your sewers, which lose 


other activities which cost money; but you give away your street railways, 


- your gas companies, your electric lighting and your telephone companies, 


which make money. We in Germany think that is bad business. If any one 
of you gentlemen as a banker gave away his good loans and only kept his bad 


loans, very soon he would be bankrupt. a & 


Yes, that is our idea of municipal housekeeping, to keep the good with 


He was followed by another German who said: 


the bad. 


Twenty years ago the phrase in German cities was, “municipal housekeep- 
ing,”’ but ideas have advanced in the last twenty years. We are now 
thinking of community living, of adjusting our cities to serve; to promote 
the comfort, the happiness and the well-being of the people in as many 
ways as possible, and in the majority of our activities it is not the money 
we make so much as the service we render. 


Municipal ownership in Europe is largely the product of the last 
twenty years. It has become the universally or almost universally 
accepted policy in Great Britain, and only to a less extent is it the 
accepted policy in Germany and Switzerland, while to a somewhat 
lesser degree is it accepted in Italy, Austria Hungary and the Scan- 
dinavian countries. 
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The motives which have led to municipal ownership, or municipal 
trading as it is called in England, or municipal socialism as it is 
called in Germany, are several. 

Possibly the most important motive is the feeling on the part 
of officials and intelligent public opinion, that the street railways, 
the gas and electric light and similar services, are just like the 
plumbing of a building: they must be inter-related into the city; 
they are a part of its structural frame work. It is inadvisable to 
permit a half dozen warring companies to tear up the streets. It is 
wrong to permit street railways to determine where we shall extend 
our suburbs. It is inadvisable to permit private electric light plants 
to determine for us the rates of charges which we shall pay. The 
same is true of gas. I should say that the main reason underlying 
the movement for municipal ownership is the necessity of treating 
these agencies as integral, essential, fundamental parts of the city life. 

Coupled with these was the controversy over rates and charges, 
and the feeling that they were too high. In addition, especially in 
England, and to a large extent in Germany, is the feeling that 
those monopolies earn large profits. They were relatively easily 
managed, and officials thought they ought to be owned and oper- 
ated by the city, in order that the profits could be used for the 
relief of taxation. In many cases, also, the companies had conflicts 
with their employees. This led to irritation on the part of the pub- 
lic; to a feeling that the whole community ought not to be subject 
to disturbances, possibly to the stopping of public utilities by pri- 
vate conflict between capital and labor in the public streets. 

In Great Britain, of the 50 largest cities in that country, 42 own 
the tramways, 44 the electricity supply, 41 the gas supply and 39 
the water supply. Water supplies have been owned for many years, 
but the movement for municipal ownership, as such, began with 
the street railways. 

Early Policy in Great Britain.—As in the United States and 
Germany, the cities of Great Britain experimented with the private 
ownership of public service corporations prior to the adoption of 
the policy of municipal ownership, which is now the all but universal 
practice. The Tramway Act of 1870 was the general act under 
which grants were made to private railways for operation. Under 
this act the cities were permitted to lay the tracks but could not 
operate the roads. Franchises were limited to twenty-one years 
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with the provision that the city could take over the property at the 
expiration of the grant upon the payment of the structural value. 

Under this act nearly all of the large cities granted operating 
contracts to private companies, which operated the system upon 
tracks laid by the city, the equipment being for the most part for 
horse traction. 

The Beginning of Municipal Ownership.—Private companies 
operated under these contracts until the ’90’s, when the success of 
_ electric traction in America and Germany led to requests on the 
part of the companies for permission to electrify their lines, while 
the cities themselves were desirous of better service. Coincident 
with this movement for electrification there were numerous contro- 
versies between the companies and their employees over wages, 
_ hours of labor, and conditions of employment, while the cities, 
awakened to an appreciation of the profitableness of the industry, 
took action looking toward the municipalization of the companies 
whose franchises were close to expiration. 

In the city of Glasgow the controversy between the company 
and the men had been prolonged and very bitter. The community 
sympathized with the demands of the employees, who were alleged 
to be overworked and underpaid. The company was unwilling to 
admit that the condition of the employees was any business of the 
city and declined to arbitrate the question of wages or hours of labor. 
The irritation over this question stimulated the demand for munici- 
pal ownership. 

The question was agitated for several years, and in 1894 the 
council decided to retake its tracks under its statutory powers. 
But the company refused to sell its equipment, so that the city had 
to purchase equipment elsewhere. As a consequence of this action 


the company ultimately lost its total equipment investment. 


The success of city operation was immediate. Fares were re- 
duced 33 per cent over those previously prevailing, while the length 
of the hauls was increased. The condition of the employees was 
also improved. Free uniforms were added, as well as five days 
holiday each year. 

Then the city proceeded to the electric equipment of the lines. 
It sent commissions to America and the continent to study the latest 
developments in street railway transportation, following which the 
entire system was rebuilt with many extensions. 
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The Growth of the Movement.—This success in Glasgow stimu- 
lated the movement for municipal operation in other cities, for the 
discontent with private operation was very general. Controversy 
with employees was a common cause of discontent, but probably 
the main operating motive was the desire of the city to control its 
transportation system and derive such revenue as was possible out 
of ownership, for local taxes in Great Britain are very heavy, and 
the business men and citizens saw in municipal ownership a means 
for relieving the rates. In addition, cities were considering the 
installation of electric lighting plants, and many of them felt that 
power stations which could be used for lighting as well as for the 
operation of the street railway plants could with economy be con- 
structed. And this has quite commonly been done. A more nearly 
uniform load is possible by this arrangement; the day load being 
used for the operation of the tramways and power, and the night 
load for the lighting of the city. This influence coéperated with 
the desire to make money and the protest of the community against 
the condition of the employees. 

The question immediately arose as to whether the cities should 
pay for the franchise value of the unexpired grant. This controversy 
was taken into the courts, which finally decided that allowance need 
only be made for the physical value of the property. In the case 
of the London county council the companies demanded $2,939,000 
for the franchise value, but the courts finally allowed only $439,400 
for the physical property. 

Tramway Construction.—The street railways in Great Britain 
are constructed with much more permanence than they are in 
America. This is true of private as well as public undertakings. 
The girder groove rail is universally used. Tracks are heavily bal- 
lasted, while the overhead work is very substantial. Many of the 
towns have erected splendid shops, in which they both build and 
repair their cars. In consequence of the high standard of construc- 
tion the capital outlay has been very heavy. In 1906 the cost of 
the Glasgow system was $93,305 per mile of single track, and in 
Liverpool $90,536. The London county council reports a cost of 
$106,033 per mile. It is believed that the construction cost in the 
British cities exceeds that of the average American city (outside of 
New York, Philadelphia, Boston, Chicago and Washington) by ap- 
proximately 50 per cent. 
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Provision for Comfort.—Aside from the large investment in cap- 
ital account, one is impressed with the many provisions for the 
comfort and convenience of the people, for the street railway is under 
constant supervision; it touches every citizen daily. It is more 
difficult to disguise bad service in street railway operation than in 
any other public utility. Serious accidents are of rare occurrence. 
They have been reduced to a minimum. The same solicitude is 
manifested in the care of the cars. They are kept fresh with paint 
and are washed daily. In Glasgow and many other cities all adver- 
tisements have been excluded. 

Employees are courteous and are very jealous of their posi- 
tions. They seem animated by a sense of service to the community, 
and because of the surveillance of the public they are of necessity 
considerate and courteous to the riders. Council committees seem 
to be on the alert to better conditions and to adopt new devices. 
There is keen rivalry between different cities, each of which takes 
_ peculiar pride in its own enterprises, the equipment and the service 
rendered, as well as the annual balance sheet. 

Zone System.—The zone system of fares is universal in Great 
Britain, as it was under private management. In a sense travel is 
_ metered, just as is gas, water and electricity. Upon each zone a 
fare of from 1 to 2 cents is collected, depending upon the length 
of the ride. There seems to be no protest whatever against this 
_ system, which leads to a very great stimulus of short haul riders. 

Motives of Operation.—Four motives animate the councils in 
a d! the operation of the street railways system. They are: first, the 
best possible service at the minimum cost; second, the relief of the 
Ve taxpayers by more or less substantial contributions to the city bud- 
ough _ get; third, the widening of the boundaries of the city and the im- 


forth of housing conditions by opening up the countryside; 


and fourth, the improvement in the condition of the employees. 
h Rate of Fare.—There is constant pressure to reduce the fares 
and extend the zones; but the prevailing tendency of councils is to 
_ utilize the surplus earnings for the reduction of the debt and the 
ie of the loans. Despite this fact rates of fare are lower than 
under private management and very much lower than they are in 
the United States. For instance, in Glasgow there is a one-cent 
fare for short distances of about half a mile, and in 1912, 43.98 
per cent of the passengers paid but a one-cent fare. The number 
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paying 2 cents formed 37.85 per cent of the total number, while the 
percentage paying 3 cents was 7.38. In that year over 80 per cent 
of all the passengers paid 2 cents or less. 

The one-cent fare stimulates traffic in the center of the city and 
is a great convenience. It stimulates travel when traffic is light. 
It also enables many persons to go home for their lunches. 

The average fare paid by all passengers in Glasgow (popula- 
tion 1,150,000) in 1912 was 1.72 cents; in Manchester (population 
950,000) 2.32 cents; in Liverpool (population 816,000) 2.24 cents; and 
in Sheffield (population 455,800) 1.8 cents. 

The average fare paid on all of the 136 tramways operated by 
local authorities in 1910 was 2.1 cents, as opposed to an average 
of 2.48 cents paid on the 138 private companies. In 1911 the total 
fares collected in Glasgow were $4,748,740. At the prevailing five- 
cent fare charged in America these passengers would have paid 
$11,898,365. The passengers on all of the publicly owned street 
railways in Great Britain paid $47,437,170 on an average of 2.1 cent 
fares, as opposed to $105,124,150, which would have been paid on 
a five-cent fare. 

Financial Operations.—The total capital investment of the 136 
local authorities operating street railways, which included nearly 
every large city in the United Kingdom, was in 1910, $220,541,250. 
The gross receipts for the year amounted to $47,437,170, against 
which were charged operating expense of $29,436,216, leaving a net 
revenue of $18,000,955. The percentage of net earnings to capital 
invested was 8} per cent. The publicly owned lines were operated 
at a lower ratio of cost than the private companies, despite the higher 
wages paid, the shorter hours and better conditions of employment. 
Working expenses of the local authorities to the gross income were 
62.05 per cent, as against 62.52 per cent for the private companies. 
At the same time, while the cities earned 8} per cent on their invest- 
ment, the private companies earned but 43 per cent. 

The local authorities carried 2,102,483,010 passengers, as opposed 
to 675,445,481 by the private companies. This indicates the extent 
of public ownership, which now prevails in nearly everyone of the 
large cities in Great Britain. 

The public undertakings are under the strictest kind of Parlia- 
mentary supervision. They are required by law to amortize their debt 
by annual contributions to the sinking fund. In 1910, $5,893,875 
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of the gross earnings of all public plants was used for this pur- 
_ ~ pose. In addition, the public companies are required to pay taxes 
the same as the private companies, so that public and private oper- 
ation is on a parity in all comparisons of earnings. 

Aside from four small communities showing a deficit which 
amounted in the aggregate to but $15,000, most of the companies 
made very substantial contributions to taxation. The tramways 
_ of Manchester contributed $364,987 to the relief of taxation; Leeds, 
$275,000; Birmingham, $160,000; Liverpool, $135,000; Nottingham 

- and Bradford, $100,000. In Glasgow the profits, which amounted 
_ to $265,000, are paid into a special fund, known as the common good. 
i In 1910 the total contributions of the public tramways to the 
a5 relief of taxation were $2,200,565. In addition, there was a gain 
- to the public of $7,989,434 in the difference between the average 
fare charged by the publicly owned tramways and the average fares 
of the private companies. 

There is no question about the financial success of public oper- 
ation. The indebtedness of the cities is being rapidly amortized. 
In addition to the regular debt charge provided by law, cities make 
_ very substantial contributions to depreciation and reserve. For 
_ instance, Glasgow in 1910 repaid its debt to the extent of $448,470 
| _ and added $1,102,895 to the depreciation and reserve. The sum 
_ contributed to depreciation and reserve, in addition to debt repay- 
ment, by Manchester was $375,000; by Liverpool, $427,555; and by 
Sheffield, $106,980. These statistics are authoritative. Municipal 
authorities are required to keep their accounts according to stand- 
ards fixed by the local government board. Annual returns are 
- required to be made, while the reports are published each year and 
are subject to scrutiny. The books of the municipality are also 
audited by the central authorities, in order to make sure that all 
requirements as to debt repayment, depreciation and reserve are 
_ properly provided for. 

Confirmation of these statistics and further details may be 
secured from The Municipal Year Book, London, which gives com- 
plete statistics of all the local authorities in Great Britain. 

Service.—Overcrowding is specifically prohibited in Great Britain, 
and rarely is it necessary to stand. Despite the protest of street 
railway operators in this country that overcrowding is a necessity, 
Great Britain has successfully disproved this claim. In Liverpool 
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68 per cent additional cars are added during the rush hours. In 
Leeds the service is increased by 30 per cent in the morning, at 
noon, and in the evening. In some cities standing is prohibited. 

Many cities, too, reduce their fares below regulation scale for 
workingmen in the morning and evening. In Manchester the three 
and four-cent fares are reduced to 2 cents, the five and six-cent 
fares to 3 cents, and the seven and eight-cent fares to 4 cents. In 
Leeds four-mile tickets are sold for 2 cents. The purpose of these 
rules is to encourage workingmen to live in the country and to still 
further adjust the tramway service to the needs of the working classes. 

As indicative of the experiments made by British cities, is the 
instance of Bradford, which carries on a municipal express and 
delivery service all over the city. This service is not unlike that of 
the parcels post. Stamps are sold, which are affixed to parcels by 
the sender. Motor vans collect the parcels in the center of the city. 
From the central stations they are despatched in the vestibule 
behind the motorman. The packages are then delivered at the 
various sub-stations, for distribution throughout the city. At the 
terminals of each route a uniformed agent collects and delivers the 
parcels. Rates of charges are as follows: for packages up to 7 
pounds, 4 cents; from 7 to 14 pounds, 6 cents; from 14 to 28 pounds, 
8 cents; and from 28 to 56 pounds, 10 cents. The entire investment 
in the parcels delivery system is but $17,033, which includes the 
cost of five motor vans. The total cost of this service in 1910 was 
$31,284, and the receipts were $39,757. During the year 675,719 
packages were carried, at great economy to the merchants and 
citizens. Many of the shop keepers have been enabled to dispense 
with their delivery service. The congestion of the streets is greatly 
reduced, as is the unnecessary waste involved in countless delivery 
wagons traversing the same routes. 

Other Gains from Municipal Ownership.—From a purely finan- 
cial point of view the municipal tramways have succeeded beyond 
dispute. There is no sentiment for a return to private operation 
from any class. The financial gains are too obvious. The service 
is undeniably better on the public tramways than on the private 
ones. Membership on the tramways council committee is sought 
after as a high honor because of the opportunities for service involved. 
Cities, too, are eager to introduce new devices and new comforts, 
and representatives are constantly studying the service of other 
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countries. There has been a steady improvement in cars, a con- 
stant effort to better the service and consider the well-being of the 
community. 

The double-decker type of car is universal and is very popular. 
The upper deck is so arranged that it can be closed in winter. 
Smoking is permitted on the upper deck, which is used by all classes 
_ for pleasure riding. The double deck also increases the seating 
capacity, and studies of the subject show that no loss of time is 
involved through it in loading and unloading cars. 

In addition, there has been little trouble between the city and 
_ its employees, such as prevailed under private operation. The city 
adjusts differences through the council committee or by arbitration. 

_ But controversies of this kind have been very rare, owing to the f 
_ fact that the city pays a higher rate of wage than prevails in other 
_ industries; it supplies the men with free uniforms; it allows, generally, 
a week’s holiday on full pay, and otherwise concerns itself for the 
well-being of its employees. As a consequence of this a fine esprit 
de corps has arisen among the employees. They seem to take great 
pride in their jobs and are earnestly zealous in their effort to serve 
the community. 
rf American Criticisms of English Experience.—Street railway oper- 
ators in America urge that, whatever the success of municipal oper- 
- ation in Great Britain, it has little relation to America. They say 
that: first, the wages and cost of operation are lower in England 
than in this country; second, that the zone system makes compari- 
son of fares difficult; and third, that the wider area of the American 
city still further confuses the comparison. 

First, as to wages. The average wages paid in England are 
considerably lower than in this country. But other things qualify 
this disparity. In the first place, the English workman secures a 
number of other contributions to his wage. In addition, and far 
more important, the English tramway cars are very much smaller 
than those in America, while prohibition of overcrowding reduces 
the per car carrying capacity still further. Mere wages are, there- 
_ fore, only one element in a comparison of labor cost, for if the over- 
_ crowded cars and their greater carrying capacity are taken into con- 
sideration, it is possible that the per unit labor cost in this country 
per passenger is little if any greater than it is in England. In 
addition to this the speed limit in Great Britain is but twelve miles, 
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which is very much below the speed of the average American street 
car outside of the congested centers. 

It is further claimed that the congestion of the cities and the 
zone system of fares make comparison difficult, and the higher 
charges for long distance travels increase the rate of fare beyond 
the minimum. But it is the average rate of fare that should be taken 
into consideration, and the average fare in Great Britain is very much 
below what it is in the United States. As we have seen, for the country 
as a whole it is but 2.1 cents, as opposed to 5 cents in this country, 
while in Scotland the average fare falls to 1.9 cents. In addition, — 
the wider dispersion of population in this country is to the advan- __ 
tage as well as the disadvantage of the street railways, for many — 
persons are compelled to ride in this country who would be relieved 
of this were the distances shorter. Certainly, there would be a | 
great increase in travel were the short distance hauls in this country 
reduced to a lower figure. In addition to these considerations, it | 
must be borne in mind that the British companies are rapidly paying _ 
for their property out of earnings and are contributing most sub- _ . 
stantial sums to the relief of taxation. a 

Municipal Ownership of Gas.—The Municipal Year Book for 1912 — 
gives the number of local authorities of Great Britain operating gas 
plants at 298 and the number of private companies at 511. The 
total capital invested by the local authorities is $151,002,260, and 
by the private companies $460,956,555. The local authorities oper- 
ate their plants at a cost of 72.86 per cent of the gross earnings, 
while the private companies operate at 74.87 per cent of the gross 
earnings. The municipal authorities earn 93 per cent upon the 
capital invested, and the private companies 5§ per cent. The num- 
ber of consumers of the local authorities was 2,666,000 and of the 
private companies 3,751,000. 

The majority of the large cities outside of London, Liverpool and 
Sheffield own gas plants, and have for many years. However, gas 
has not been so universally municipalized as have the street railway, 
electric lighting and water undertakings, the reason for which being 
that the gas companies were granted indeterminate franchises at 
a time when the industry was in its experimental stages, and the 
introduction of electricity and the high recapture cost under the 
indeterminate grants have delayed municipal ownership in this field. 


3 ms 
€ 
| 
| 
t 
wat 
4 “Ss 
in the street railway business, the cities earn large returns 


on the capital invested, and with few, if any, exceptions the gas 
_ plants are all profitable. The total contributions of all the munici- 
pal plants for the relief of taxation exceed two million dollars a year. 
This is in addition to the provision for sinking fund charges to retire 
the debt, provided by Parliament, as well as appropriations for 
depreciation and reserve and taxes, for the public as well as the 
private companies are required to pay local rates or taxes. 
= Not only do the public companies earn a very much higher return 
- upon the investment than do the private companies, but they sell 
gas at a substantially lower rate. The approximate average charge 
- \ for 1,000 cubic feet by the private companies is 66 cents, while the 
1 eiaitiaie charge by the municipal authorities is 60 cents. Many 
‘ cities, however, charge very much less than this. The rate in Bir- 
mingham is from 42 to 56 cents per thousand. In Manchester it is 


3 — from 58 to 60 cents, in Nottingham 52 to 56 cents; the charges of 
ws sie the sixteen largest cities being from 42 to 60 cents per thousand. 


- Through public ownership the public authorities are able to exper- 


iment in a variety of ways. They provide penny-in-the-slot devices, 


Poon so that the poor are able to secure gas on easy terms. Several cities 


maintain shops for the selling or renting of gas stoves, by means 
of which they stimulate the use of gas among the poorer classes. 
Streets, too, are lighted in a generous way, as an effective police 
measure. Nowhere is there any tendency to return to private owner- 
ship in this field. 
x Electricity Supply.—Electricity has been more universally munici- 
: palized than has gas. Cities were slow to grant franchises to private 
. corporations, seeing in this enterprise an opportunity of making 
> substantial profits as well as of codérdinating the electric light and 
c- street railway power plants under a common management. Prac- 
tically all of the large cities own their electric lighting plants, and 
many of them operate them in connection with the street railway 
service, the day load being a traction and power load, and the night 
load sp used for lighting purposes. 


nal Public Opinion on Municipal Ownership 


I have interviewed many British officials and business men, and 


nowhere have I found any desire to return to private ownership. 
_ gains of public operation are too obvious. Nowhere is there 
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serious complaint of the service rendered or of inefficiency in man- 
agement. Generally speaking, cities are prompt to appreciate new 
improvements and to introduce them. Municipal plants are con- 
structed with great stability and with adequate provision for future 
growth. Rarely is the suggestion heard that the plants are not a 
financial success. Rather, the complaint is more frequently heard 
that the rates and charges are higher than is necessary in view of 
the financial earnings. 

Further than this, it is almost universally true that the progress- 
ive cities, the cities that command the highest type of men in the 
council, that have the finest civic spirit, are those which have gone 
in most extensively for municipal trading. The most influential men 
in the community are attracted to city service by the magnitude of 
its undertakings and the opportunity for service which the manage- 
ment of these activities makes possible. Men give generously of 
their time to serve upon council committees, they go from city to 
city and even to foreign countries to study improved methods, and 
indulge in a healthy rivalry in the administration of their depart- 
ments. In addition to the financial advantages of municipal owner- 
ship, substantial ethical and psychological gains have accrued in 
the attitude of the community to the city. All classes take an inter- 
est in its activities, in the reports of the various departments, in the 
discussion over administration, and in the balance sheets of the 
street railway, gas, and electric lighting undertakings. The com- 
munal ownership of many services has awakened a political reaction 
on the part of the community, that has undoubtedly created a 
better civic spirit than that which prevails in those few towns where 
the public service corporations have been left in private hands. 
And this, in many ways, is the most substantial gain that has come 
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German 


Of the 50 largest cities in Germany 23 own and operate the street 
railways, 50 the gas works, 42 the electricity supply, and 48 the 
water supply. In addition, German cities own many other activities. 
Those upon the water front own and operate their harbors. They 
operate municipal savings banks and pawn shops, they conduct 
wine handling and speculation schemes and other 
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of municipal ownership in Great Britain. The German city has 
carried socialization further than any city in the world, and it 
has done it despite the fact that the German city is governed by 
business men, who, through the limitations on the suffrage, elect 
_ the members of the council, who in turn select the administrative 


The most progressive cities in Germany have monopolized all 
_ of the public service undertakings, and the systems installed in 


_ sharp contrast to the privately owned street railway lines in such 
cities as Berlin and Hamburg. The construction is of the most 
_ permanent kind, while the cars are comfortable and are equipped 
_ with many conveniences for the comfort and safety of the public. . 
Beautiful waiting stations are found on the street, advertisements 


many other services have been introduced by the public officials. 

_ The rate of fare upon municipal lines is generally 2} cents. 

; In Germany, as in England, public service corporations are run 
4 primarily for service rather than for profit, although a number of 

cities do derive a substantial sum for the relief of taxation from this 

source. 

One of the motives leading to public ownership of the means of 
transportation in Germany is the comprehensive town planning 
schemes which have been adopted by all cities. Housing conditions 
in Germany are bad, almost as bad as they are in Great Britain. 
Street railway companies were unwilling to extend their lines to 
the suburbs; they were unwilling to make improvements in the 
service. Cities found it impossible to regulate private operation 
so as to codrdinate the service with the town development projects 
_ which had been carried through on a most elaborate scale. When 

ten streets are being laid out, the city itself does all the construc- 


tion work. It not only builds the sewers but installs the water and 
= gas mains and electric lighting conduits. The city also builds the 
street railway lines, which are solidly imbedded in the street con- 
struction. As a consequence of this ownership and control of all 
these services streets are permanently built; they are not torn up 
by warring individual companies, and the citizens are saved from 
the annoyance, expense and dirt of constant interference with the 
highways of the city by individual operators. y- 
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_ Nowhere in Germany where public ownership prevails is there 
any suggestion of a return to private ownership. Officials, business 


men and all classes unite in approval of the transfer of these agencies 
to the public. 


MounNIcIPAL OWNERSHIP 


Be Social Gains from Municipal Ownership 


Undoubtedly municipal ownership is justified on financial grounds. 
Even in America public water and electric lighting plants are almost 
universally operated at a lower cost to the community, with better 
service and with more regard for the convenience of the public than 
are the private plants. But the firiancial gains are the least impor- 
tant. The real gains are social, ethical and political. Where mu- 
nicipal ownership prevails there is none of the corruption and class 
warfare which is found in America and which is largely traceable 
to the private ownership of these valuable concessions from the 
community. The protracted contests which rent the city of Cleve- 
land for ten years, which continued like a civil war in San Fiancisco, 
which delayed progress in Detroit, Toledo, Denver, Chicago, and 
which have characterized the political life of Philadelphia, are un- 
known. There are no franchises to scramble for, no great privi- 
leges to be secured through the bribery of councils and the control 
of the city. I am satisfied that the franchise corporation is more 
largely responsible for the corruption of the American city than is 
any other agency. And the ending of this corruption can only be 
effectively brought about through the transfer of this public service 
into public hands. And one explanation of the honesty of the 
British city is the policy of municipal ownership which prevails, 
for the great prizes which in this country solidify the talented men 
of the community against the community, are in Great Britain in 
public hands. In addition to this, private ownership of these activ- 
ities divorces the best talent of the city from interest in the city 
politics. Conditions are the same in all cities, especially where 
regulation or municipal o@hership is a political issue. The public 
service corporations employ the lawyers, they own or influence the 
press, they open or close the avenues of political and social prefer- 
ment. They become the public opinion of the community. The 
professions reflect this point of view. Public service corporations 
are intimately related to the banks in which they make the deposits 


and through which they do their financing. The banks in tun __ 
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control the credit of the city and through this control imperil the 


business existence of men who identify themselves with the public 
- against these corporations. Further than this, talented men are 


_ excluded from municipal politics. They are excluded by reason of 
the conflict of interest. They cannot aspire to membership on the 
council, even if they desired. All this is reversed in England and 
Germany. Men in these countries are free to enter municipal poli- 
ties. Their purse is not at war with their patriotism. And just 

- as men are eager to serve on the board of directors of a railway or 
of street railways in this country, so in European countries men of 


like talent are eager to serve the largest corporation in the com- 


_ munity, which is the city. To be an alderman is the goal of many 
men’s desires, while membership upon the tramway, gas or electricity 
committee is the most sought after assignment in the council. Men 
_ seek these posts for the same reason that they aspire to be on the 
_ directorate of private corporations in this country. They enjoy 
_ the power which it offers, to which is added the joy of service to the 
community, which sprang into new life in Great Britain coincident 
with the policy of municipal ownership. 

Mr. John Burns, of the British Cabinet, said to me that the 
renaissance of local government in Great Britain was coincident 
with the period of trading. It covers the last twenty years. A new 
enthusiasm came into existence when the community began to 
own these services, which touched the people every day in countless 
ways. The affection of the people is awakened, while their interest 
in public affairs is kept alert. ~ 

The tramways are a topic of constant discussion. The balance 


_ sheets of other towns are carefully watched. In the council and on 


the streets the earnings, rates of fare and disposal of surplus are 

- matters of constant discussion. When a new tramway line is opened 

_ a holiday is declared; business is suspended; the cars are covered with 
_ bunting and a day of general rejoicing is indulged in. 

It is probable that the tramways are the most efficient depart- 
ment of the city, because of this very inspection, which makes bad 
administration impossible. In addition, officials, citizens and em- 
ployees seem animated by a pride in their positions that extends 
to all classes. 
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PASADENA’S MUNICIPAL LIGHT AND POWER PLANT 


By C. WELLINGTON KOINER, 


Electrical Engineer and General Manager, Municipal Lighting Works — 


Department, Pasadena, California. 


The city of Pasadena made the first plans for installing an 
electric utility in 1906. The city was compelled to abandon the 
private light corporation and to establish a municipal light and 
power plant, in order to supply good service for street lighting, and 
to give her citizens electrical energy at a reasonable price. The 
first installment of bonds was voted in 1906, and marked the begin- 
ning of one of the most unrelenting fights between private and public 
interests that any American municipality has had to maintain in 
putting into operation a utility of this kind. 

Pasadena has the reputation of being a city of wealth and 
culture; yet, contrary to what one would naturally expect, it is 
operating under one of the most democratic charters. This charter 
provides: 


That the city shall have the power to purchase, receive, have, h Id, 
lease, use and enjoy property of every kind and description both within and 
without the limits of the city, and control and dispose of same for the common 
benefit. 


And it specifically provides: 


That the city shall have the power to construct and maintain water works, 
pipes, pipe lines, aqueducts and hydrants for supplying the city and its inhab- 
itants with water, and the right to supply water to persons not living within 
the city. 

To construct and maintain gas illuminating works for supplying the city 
and its inhabitants with light, heat and power. 

To construct and maintain works for supplying the city and its inhabi- 
tants with telephonic and telegraphic service. 

To construct and maintain and operate street railways and other means 
of conveyance, together with all rolling stock, power houses, equipment, 
appliances and appurtenances necessary to the proper use, operation, man- 
agement and control of same. 


Although fully aware of the powers thus conferred upon the city 
of Pasadena by her charter, The Edison Electric Company, a cor- 
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ai? poration now known as the Southern California Edison Company, 


sought to contest the city’s right to issue bonds for the purpose of 
building its own electric utility. They sought to have the city 
restrained from issuing the first installment of bonds, and put every 
obstacle they could in her way, causing the city much trouble, in 
that the legal department was compelled to prepare the cases and 
answer all of the innumerable complaints that could be devised by 
a company of this kind. 

Pasadena was extremely fortunate at this time in having as 
city attorney the Hon. J. Perry Wood, who represented the munici- 
pality in its actions, and well deserves the credit of having success- 
fully combatted this powerful corporation at every turn in defense 
of the city’s right. In every instance, when a case was to come before 
the courts, the company would pray for its dismissal, and in each 
instance this was granted. The city’s legal department was thus 
put to a great deal of trouble in going into the matter and preparing 
the city’s cases and getting everything ready for the hearings. 
The fact that the first bonds carried by only fourteen votes 
~ necessitated going carefully into a recanvass of all the votes cast at 
the election. However, the case to restrain the city from selling 
its bonds was dismissed, and the recount of the ballots did not change 
the results of the election. The city therefore proceeded to sell its 
bonds. At this point more obstacles were encountered. Influences 
were at work to prevent the city from disposing of its bonds, regard- 
less of the fact that no city in the country should have any better 
credit than Pasadena. Nevertheless, the bonds were finally dis- 
posed of. 

In addition to the first installment of bonds, an appropriation 
_ for the year 1906-1907 was covered by putting into the taxes for 
that year a levy of 18 cents on every hundred dollars’ assessed 
valuation. This raised $52,758, which was added to the first bond 
issue for construction and extensions. The city was only preparing 
to build a plant for operating street lights at this time, though its 
- intention was to enter into the commercial light and power business 
later. The first installment of the plant was finished and the streets 


of the city illuminated by the municipal plant on July 1, 1907. 


Pasadena was growing very fast, and we required considerable 
extensions in poles, wires and other equipment for street lighting. 
These needs increased until they finally covered commercial light 
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and power. The power company was in the habit of requiring people 
who wanted light to put up a certain amount of cash per pole for 
extensions to reach their property in various parts of the city. The 
high cost of current and the policy of the company in dealing with 
its patrons hastened the city’s going into the business of furnishing 
electrical energy for commercial light and power purposes. In 1908 
an additional bond issue of $50,000 was voted for the purpose of 


completing the street lighting system, and using whatever balance 


remained for entering upon the commercial light and power business. 

The writer took charge of the Pasadena plant March 1, 1908. 
At this date the plant had been furnishing street lights for eight 
months, and had not yet won the confidence of all the people. The 
street lighting system was soon completed with the $50,000 of bond 
money. Out of this sum there remained a balance of approximately 
$14,000, which was used for the commercial light and power end of 
the business. On October 1, 1908, the first customers were supplied. 
Others were supplied with current as fast as the city’s funds would 
permit. 

The citizens of Pasadena had been paying 15 cents per kilowatt 
hour prior to the installation of the municipal light and power plant. 
However, to forestall the installation of this plant, the Edison Com- 
pany dropped to a rate of 123 cents per kilowatt hour for the first 
666 kilowatt hours, less 10 per cent for prompt payment. 

It was calculated that the city should begin serving electrical en- 
ergy at this period fora maximum base rate of 8 cents per kilowatt hour 
scaling down for quantity consumption, witha minimum of 80 cents per 
month; and a base rate of 4 cents per kilowatt hour for power, scaling 
down for quantity consumption, with the promise of further reduc- 
tions as business increased. These rates were met by the corpora- 
tion with the offer of flat rates along streets where the city had begun 
to furnish commercial light and power. People who had been paying 
the company high rates were now offered electrical energy in some 
cases at $1.25 per month flat rate, without limit as to quantity used, 
free lamps were provided, and the loan of heating appliances in some 
cases—in fact, any accommodation to prevent the consumers from 
using city service. 

We immediately saw that, to protect the city’s interests, it was 
necessary to provide by ordinance that all current must be sold by 
meter measurement, allowing the corporation to make any meter 


Mounicipat Light AND PowEerR PLANT 
~ 
a 
? 
| 


THE ANNALS OF THE AMERICAN ACADEMY 


We at this time asked for a bond issue of $150,000 for extend- 
ing commercial light all over the city. For only a few short months 
had the people had the advantages of cheap electrical energy, and 
_ they showed their appreciation by voting the bonds seven to one in 
favor of extending the plant, which, by the way, settled the policy 
; of the city of Pasadena in regard to municipal ownership in our city. 
_ After the bonds were carried by this large majority, there was no 
question about the people wanting to extend the municipal system. 
With this money and our earnings we proceeded to enlarge the 
plant and extend it over the entire city. As our business increased 
during the period of construction, we reduced the rates to 7 cents 
_ per kilowatt hour. The private company, always operating below us 
: @ in rates, immediately established a 5 cent rate, which was 2 cents 
_ below our maximum base rate for light. This, of course, was*done 
_ with the view of preventing the city from obtaining customers, and 
of making the city’s plant unprofitable. However, the company’s 
plan of underselling did not prevent loyal Pasadenans from sup- 


resulted in a larger output and enabled the plant to demonstrate the 
truth regarding cost of generation and distribution of electric current. 
The earnings of the municipal plant were such that the city 
again lowered the rates to a maximum base rate of 5 cents per 
_ kilowatt hour for light, scaling down to 3 cents, and a maximum base 
_ rate for power of 4 cents, scaling down to 1.2 cents per kilowatt hour. 
_ Up to the time of this reduction to 5 cents, the private corporation 
oa was charging the same maximum base rate. It immediately lowered 
its rate to 4 cents, with the threat that it would go below any rate 
_ made by the city. This difference in rates continued until September, 
ke However, in spite of the difference in rates charged at this time, 
_ the number of consumers of municipal energy increased to 5,000. 
= The city had the legal right to fix the rates for electrical energy, 
and could have regulated the rates of any private corporation to 
those charged by the city. The writer favored this action, as he 
had always believed that a large corporation, furnishing electrical 
energy to eighteen or twenty communities from a common hydro- 
electric system, should not play one community against another 
oy selling current below cost in one, to throttle a competitor located 
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there, and recoup its losses by charging higher rates in all, or some, 
of the others. 

In March, 1913, the city of Pasadena finally passed an ordinance 
to take effect some months later, regulating the power rates to equal 
those charged and fixed by the utilities board of the city of Los 
Angeles, with the provision that either the municipal light depart- 
ment or the private corporation in competition with the city could 
file a schedule of lower rates than those fixed by the city, providing, 
however, that with the schedule was filed an inventory of their prop- 
erty and a statement of income and expenses, showing that their 
business was earning at least 4 per cent on the legitimate invest- 
ment in the property. 

To comply with the ordinance, the city immediately filed its 
schedule of property—(I might add here that the city has always 
complied with ordinances of this character)—showing that we were 
earning at least 4 per cent, on our investment. The company, 
however, did not file a schedule until January, 1914, at which time 
they asked to lower their power rates to those employed by the 
city of Pasadena. In their schedule of property the company figured 
an investment against Pasadena, as of December 31, 1913, of $940,- 
461.44 tangible property, to which they added $235,115.36 to cover 
going value and other intangibles. In submitting this statement of 
property, income and expenses, they showed a deficit of $9,286.26, 
not including interest on tangible investment, which, if added,would 
increase their deficit to approximately $46,904.72. The city com- 
mission did not acquiesce in this reduction at once, and notified the 
company’s representatives to explain to them how they were going 
to turn the deficit of previous years into profit the coming year, so 
as to show a return of at least 4 per cent on their investment. Inas- 
much as the burden of further loss was all on the company, they 
were permitted to lower the rates to those charged by the city for 
power. It remains to be seen whether or not the company can show 
an earning of 4 per cent on their investment the coming year at this 
lower rate, in view of the fact that 1,927 electric meters have been 
added to the lines of the city’s plant during the year ending June 30, 
1914, and we are still gaining at a rapid rate. 

Relative to the lighting rates of the power company, The Unjust 
Competition Act, Senate Bill 53, Chapter 276, was passed by the 
last state legislature. This bill was prepared 
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Senator William J. Carr, formerly our city attorney, and provided 
for the prevention of unfair practice on the part of utility and other 
corporations, which furnished commodities in one community and 
discriminated against other communities. It was this act which 
resulted in the company’s asking to equalize their rates the same 
as those charged by the city of Pasadena in September, 1913. As 
is evident, the corporation was compelled to choose between doing 
this and lowering their rates in other communities served to those 

rates it had been freely giving in the city of Pasadena. Since the 
equalization of rates, the city has increased its customers to 7,112 
as of October 26, 1914. 

At the time the first bonds were issued to build the city plant, 
no direct offer was made to the company by the city to purchase 
its system. However, in 1909, when the bond issue for extending 
- the municipal commercial light and power service carried by a vote 
of seven to one, a proposition was made to the private corporation 
_ for the purchase of its distributing system, and also for the purchase 
_ of electrical energy, providing it could be obtained cheaper than the 
city could generate it with its steam plant. The private corpo- 
ration made a counter proposition to purchase the city’s plant. The 
facts are, the city was in the market to purchase but not to sell. 
The city’s answer, as a result of these negotiations, was a redoubled 
effort to enlarge its plant and increase its business with the proceeds 
of the bond issue of $150,000. 

Since this time the city has had negotiations with the com- 
pany’s representatives with an idea of purchasing the Edison Com- 
- pany’s distributing system in the city of Pasadena, but without 
- success, the company refusing to dispose of its property in that 
— jocality. It is doubtful, however, whether Pasadena will again offer 
- to purchase the system of its competitor. The city has extended 
its lines throughout its entire territory, and to purchase the com- 
_ pany’s system now would result only in burdening the taxpayers 
} with a large sum for duplicate property, most of which the municipal 

plant could no longer use. Now that the rates are equal, the fight 
= will be finished on the basis of service. 

The question naturally arises in the minds of some, “ Why is 

a it that everybody does not use municipal light and power?” This 

can be answered only by stating that Pasadena is the home of a large 

4 number of the officials of the Southern California Edison Company, 
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and approximately 76 of its stockholders. As a matter of course, 
the company brought to bear every possible influence against the 
successful operation of a city plant. The question can also be 
answered by stating that a corporation receiving liberal rates for 
its service often uses a portion of the money thus obtained from the 
citizens, to deceive them through the medium of newspapers, period- 
icals, paid solicitors, and other means. Pasadena has been fortunate 
in having the undivided support of one good, clean newspaper. In 
fact, we had the support of both newspapers at the start, until one 
changed ownership and suddenly changed its policy. It has required 
a fighting spirit on the part of the city officials to stand up against 
the continued and various onslaughts of the corporation. Attacks 
would be made, and some citizen who, perhaps, was under 
obligations to the company would sign them. However, in the 
end these have all worked as a boomerang against the corpora- 
tion itself. 

The paper that changed its policy made a practice of attacking 
the writer in a most villianous manner, in the effort to pick to pieces 
various monthly reports which gave details of operation of the depart- 
ment. Time, however, has given added proof of the correctness 
of these reports. No attention was paid to these attacks. The 
paper just cited has changed management several times, and has 
recently been sold, and we sincerely trust it will once more join the 
ranks of our supporters. 

It has required faithfulness and loyalty on the part of our citi- 


zens to pay their municipal plant, month after month for over six 

years, fully 25 per cent more than the private corporation charged. ial { 
bas hes reputed ta-be-a sity of wealth and culturs-yet 

it is made up of a majority of people who are cultured but not a a 


wealthy. Nevertheless the people of small means have loyally and 
faithfully patronized their own plant, extending their limited custom 
as their contribution to make municipal ownership a success. And 
here I might add that most power companies claim there is little to 
be earned in supplying the residence section of a city. In Pasadena 
we began furnishing the residence section first and found that at 
former charges for current great profits must have been realized 
from supplying residences. The fact is, the business section of 
Pasadena is comparatively small for a city of 42,000. Los Angeles 
is a great business center and so close at hand that a large proportion 
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of Pasadena’s residents transact much of their business there. It is 
only within the last few years that our business section has expanded. 
Furthermore, we have very little manufacturing; therefore, our re- 
ceipts from power sales are lower than in most other cities of like 
size, The claim, therefore, that it is not profitable to serve the resi- 

dence section of a city at a low rate, has been exploded, although 
some companies even claim it is unprofitable to serve the residence 
section of a city. Yet 53.6 per cent of our business is carried on in 
the residence sections, leaving 26.9 per cent for power, and 19.5 per 
cent for commercial light. 

You will concede that in the past many cities have seriously 
discussed municipal ownership of electric light and power; but they 
have failed to get started, because of the opposition of private inter- 
ests. Every success like that of Pasadena, Seattle, Alameda, River- 

_ side, Tacoma, and other plants on the Pacific coast, and Marquette, 
aS Michigan; Holyoke, Massachusetts; Jacksonville, Florida; Kansas 
ak City, Kansas; South Norwalk, Connecticut; Winnipeg, Canada; 
Cleveland, Ohio, and various other successful municipal plants, has- 
_ tens the time when all cities will be too well infaymed to be affected 

by such opposition as that offered by private corporations. San 
_ Francisco’s undertaking in municipal ownership of street railways, 
for instance, is most successful and akin to an electric light and 

_ power enterprise. 
ye The question was propounded by the corporation and never 
ne allowed to rest, “If the city of Pasadena has the right to regulate 
_ rates, why build a municipal plant?” 

The answer is that, through no regulating body in existence in 
the United States today can a city regulate rates and service to the 
‘satisfaction of the public as can be done by a municipally owned 
and operated plant, conducted as a business proposition. It is not 
because the regulating body does not serve the public to the best 
of its ability, but it is because of the obstacles confronting it. Higher 
A: values must be allowed, or generally are allowed, owing to the 
intangibles added to the value of the tangible property, when placing 
values upon the property of public service corporations, as compared 
_ with the real cost of a municipally owned plant. The cost of money 
is greater to the public service corporation than to the municipality, 
and the operating expenses are generally higher. 

Heretofore utility corporations have regulated cities mstead of 
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a city’s regulating rates for utility service. Now, however, a change 
involving a hard struggle is taking place, and during the course of 
this struggle, cities are learning that it is far better to operate certain 
of their own utilities than to leave them in private hands, even under 
the best of regulation. Witness the rates charged in cities where 
regulating bodies have power to regulate rates; compare them with 
the rates charged by municipally owned and operated plants giving 
a high class service, and you will find that the lowest rates in the 
United States are those charged by municipally owned utilities. It 
takes as much ability to regulate rates as it does to operate a utility. 
While applying such ability in regulation, it would be better to 
apply it to operation and to allow the city’s patrons as a whole to 
receive any additional benefits. 

As to any city’s ability to manage its utilities, the writer believes 
that a city government is as good as the people make it. So it 
remains with the people of a community to maintain such a stand- 
ard of government that there will be no question as to the fidelity 
with which any of its departments of utilities is managed. Although 
as yet unused in Pasadena, we have the mighty instruments of initia- 
tive, referendum and recall, which can be made a corrective power 
in the conduct of public business. 

Some prominent people have stated that the initiative, refer- 
endum and recall, and other progressive laws, are distinctly un- 
American. Those who make these statements forget that this is a 
republic—a democratic form of government—and that the people 
should rule, or should have the privilege of ruling if they so desire. 
We all agree that every individual should have the power to choose 
and make his own living, and should be given freedom to conduct 
business along legitimate lines. However, this does not prevent the 
government or a municipality from conducting its own utilities. 
Why should the city run the sewer system, police department, insane 
asylums, parks, schools, garbage incinerators—all of which are non- 
profit sharing utilities—and turn the electric light, gas, telephone, 
water, street railway properties—which are profit sharing—over to 
private corporations? 

Some of the communities on the Pacific coast have arrived at 
the conclusion that it is time for them to begin to acquire and operate 
all profit earning utilities, in addition to the non-profit earning 
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i A civic bulletin published monthly by the City Club of Berkeley, 
California, dated March 20, 1914, contained a report entitled “The 
Beay Success of Municipal Ownership of Electric Light Plants in Cali- 
. fornia. The Situation in Berkeley.” 


First, a Financial Statement of the Operation of Municipal Plants in 
California. 

Second, Conclusions and Criticisms. 

Third, The Lighting Situation in Berkeley. 

Fourth, Detailed Statement for the Three Largest Plants in California. 

The financial success of public ownership and operation is clearly shown 
by comparing the summaries of reports of the seventeen lighting plants in 
this state. 

It is interesting to note the great variety in size and character of the 
_ cities in this list, which demonstrates that the ability to operate public utilities 
is not a question of population or location. The degree of success depends, 
_ a8 in private business, largely upon the ability of the man in charge of the 
undertaking. 

A personal inspection was made by one of the committee of all these plants 
and the information given in this report was obtained directly from the various 
officials. 

These figures have been carefully analyzed and checked, and referred to 
_ the several cities for correction and approval. 

(Signed) The Municipal Lighting Committee. 
J. T. Wuitrvesey, Chairman, 


J. J. Jessup. 


The saving resulting to the citizens of Pasadena by reason of 
the difference in rates charged by both the private company and 
the municipal plant within the limits of Pasadena, and the rates 
charged by the company during the same period in the surrounding 
towns, since then, is a tremendous one. It amounts to $731,083 .96, 
or more than enough to cover the entire cost of our municipal plant. 
This is a very conservative estimate, and is based on the kilowatt 
hours sold. 

Pasadena has a net investment in its municipal light and power 
plant in the sum of $566,633.75, after allowing for depreciation. 
After paying all operating expenses, charging $118,899.80 for inter- 
est on the total average investment, and charging off for depreciation 
the sum of $130,871.31, this department has a surplus of $71,110.08. 
As will be shown on page 21 of the Seventh Annual Report, there 
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was a deficit during the first two years. This was all wiped out in 
subsequent years as can readily be seen from the above. 

While the competitor of the municipal plant in Pasadena is 
enjoying the privileges of hydro-electric power, the city of Pasadena 


has been operating a steam plant, generating electricity by means _ 


of crude oil at prices ranging from 70 cents to 96 cents per barrel, _ 


or equivalent to a rate of $3.25 per ton for coal. The people have — 
been highly pleased with the service rendered by the city for the — 


reason that the steam plant, located in the city close to the distrib- 
uting system, is much more reliable than long distance transmission 
lines, which sometimes go out of service in times of storm, to the 
great inconvenience of consumers. (This does not apply to hydro- 
electric plants located close to the distributing system.) 

Our schedules of rates are not compiled with a purpose of 
charging all that a customer can be made to pay, levying a high rate 


for residences and lower rates for business houses, etc.; but all our © 


customers pay the first rate for the first quantity and the same rates __ 


for the same succeeding quantities—no preference. The same thing _ 


applies to electrical energy for both light and power purposes. 
The rates for electric energy for all classes of service are as 
follows: 


Street Lighting Rates 


per annum 

Cluster posts 3 cents to 4.3 cents per kilowatt hour. 

per kwh. 
Average rate received for cluster lighting for past year....... .03412 
Average rate received for all street lighting.................. .04681 


Power Rates 


“‘Class A’’—The first 100 kilowatt hours of energy, or less, furnished in 
any one month to any consumer, 4 cents per kilowatt hour. 

“‘Class B’’—The kilowatt hours of energy furnished in any one month 
to any corsumer in excess of one hundred kilowatt hours, and not exceeding 
300 kilowatt hours, 2.4 cents per kilowatt hour. 

**Class C’’—The kilowatt hours of energy furnished in any one month 


to any consumer in excess of 300 kilowatt hours, and not exceeding 500 kilo- | 


watt hours, 2.4 cents per kilowatt hour. | o-ee ee 
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‘“‘Class D’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 500 kilowatt hours, and not exceeding 1,000 kilo- 
watt hours, 2 cents per kilowatt hour. 

‘Class E’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 1,000 kilowatt hours, and not exceeding 1,500 kilo- 
watt hours, 2 cents per kilowatt hour. 

‘‘Class F’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 1,500 kilowatt hours, and not exceeding 2,000 
kilowatt hours, 1.9 cents per kilowatt hour. 

‘Class G’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 2,000 kilowatt hours, and not exceeding 3,000 
kilowatt hours, 1.8 cents per kilowatt hour. 

“Class H’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 3,000 kilowatt hours, 1.2 cents per kilowatt hour. 

A monthly minimum charge will be collected for electrical energy of $1 
per meter of 1} kilowatt capacity or less, and $.75 for each additional kilo- 
watt of meter capacity required. 


220 


per kwh. 
Average rate received from the sale of electrical energy for power 


' Lighting Rates 
For incandescent lighting: 

“‘Class A’’—The first 100 kilowatt hours, or less, of energy furnished in 
any one month to any consumer, 5 cents per kilowatt hour. 

‘Class B’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 100 kilowatt hours, and not exceeding 500 kilo- 
watt hours, 4} cents per kilowatt hour. 

“Class C’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 500 kilowatt hours, and not exceeding 1,000 kilo- 
watt hours, 4 cents per kilowatt hour. 

“Class D’’—The kilowatt hours of energy furnished in any one month 
to any consumer in excess of 1,000 kilowatt hours, and not exceeding 2,000 
kilowatt hours, 3} cents per kilowatt hour. 

“Class E’’—The kilowatt hours of energy furnished in any one month 
to any consumer over 2,000 kilowatt hours, 3 cents per kilowatt hour. 

For are lighting: 

“Classes A Arc’’—The first 100 kilowatt hours, or less, of energy fur- 
nished in any one month to any consumer, 4.9 cents per kilowatt hour. 

“Class B Arc’’—The kilowatt hours ot energy furnished in any one month 
to any consumer in excess of 100 kilowatt hours, and not exceeding 500 kilo- 
watt hours, 4} cents per kilowatt hour. 

“Class C Arc’’—The kilowatt hours of energy furnished in any one 
month to any consumer in excess of 500 kilowatt hours, 4 cents per kilowatt 
hour. 

A minimum monthly charge of 50 cents per meter of three kilowatt 
capacity, or less, and 30 cents for each additional kilowatt of meter capacity 
required, shall be made for each meter. 
a 
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All energy furnished through or measured by a meter used for any incan- 
descent lighting shall be paid for at incandescent lighting rates. 

All energy furnished through or measured by a meter, used for measuring 
energy used in arc lighting and not for any incandescent lighting, shall be 
deemed arc light energy. 

Upon request of consumer separate meters will be furnished for incan- 
descent lighting, are lighting and power and heat purposes. 

Carbon and Gem lamps of such candle power as the Department can con- 
-veniently carry shall be furnished free for renewal purposes to all consumers. 


Average rate received from the sale of electrical energy for 

_ Average rate received from the sale of electrical energy for all 

Cost of all current sold, including interest and depreciation.. .03105 


on the total average investment, and charging up sufficient to cover 
depreciation, the plant had to its credit a surplus for the year ending 
June 30, 1914, of $29,360.92. 

_ [submit the following balance sheet as of June 30,1914: | 
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-_[ wish to state that the depreciation fund and surplus fund have 
been used for extensions. Money advanced from taxes for bond © 
interest and redemption was returned by the department for one 
year only. During the other years, that portion of the earnings 
covering the bond and interest payments, was also invested in — 
urgently needed extensions to the distributing system. 


In “Contribution from Taxes” is included the amount of money 3 2 
paid from the general fund for redemption of bonds as they fall due, __ 


together with interest on the bonds. The policy of this department 
has been not to issue any more bonds than are absolutely necessary. 
Therefore, the total amount of bonds issued directly for the plant 
was only $325,000. The balance of the money was paid through the 
earnings of the plant, and through contributions from taxes. The 
net earnings of the plant cover the depreciation and surplus accounts; — 
also one year’s interest on bonds, and one year’s redemption of bonds. 
“Contribution from Taxes” covers interest paid on outstanding — 
bonds every year except one, and redemption of bonds every year 
except one. So long as the people prefer to finance extensions in 
this way, there will be no bond issues until the growth of the city 
demands a larger expenditure than our depreciation and surplus 
funds can provide. 

You will notice in the balance sheet there is a loan from the 
general fund of $40,000. This loan has been permitted to stand 
until the demand for extensions slackens and the department can 
return it. 

In the course of competition, our competitor has at times had 
as many as ten or eleven solicitors at work in the field, endeavoring 
to secure the city’s customers. As a matter of course, in conducting 
our department along modern business lines, we have employed and 
do employ able solicitors; however, not half as many as our com- 
petitor. In addition to our regular paid solicitors, we have a large 
number of volunteer solicitors—that is, people who are interested 
in the success of their municipal plant. These people solicit their 
neighbors’ patronage. People who are coming into the city as new 
residents are advised of the situation, their business sought by these 
volunteer solicitors, and, in nearly every case, their patronage is 
secured. One of the fundamental principles in operating this depart- 
ment has been to impress this fact on the hearts and minds of our 
people: This is their plant, their property, and they are the stock- 
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~~ holders; the low rates are their dividends, and all benefits go to 
them. 
Any municipality entering into the light and power business 
- must, as a matter of course, seek the business according to the most 
modern and legitimate methods, and must not sit back and wait 
_ for the business to come to the city plant. Even if the city has the 
yy monopoly of the field it should conduct its business with a view of 
serving the public in the most efficient manner, ever remembering 
fe _ that the customers are the employers. 
We have organized what is known as the Municipal Light 
_ League, composed of customers of this department, and, whenever 
the private corporation has become unusually active, these people 
help to secure additional customers for the municipal plant. Since 


_ further that the city is not adverse to acquiring other public utilities. 
Electrical energy is furnished from the municipal light and power 
_ plant for pumping much of the water used within the city, and in 
- some years this requires considerable energy. A city owning and 
- operating her utilities can thus establish the fullest codperation 
between them, thereby raising the efficiency to a maximum. 
Pasadena, in the operation of her electric utility, has had an 
eye to humanity and has not sought to build upon the false economy 
of grinding down the employees of her electric utility. Conditions 
of employment in our plant are as good as any that we know of in 
our section, and better than those of most places. The working time 
is forty-eight hours per week for the employees—except for the office 
force, which is forty-four hours per week with ten days’ vacation 
per annum. While our conditions of employment are a great deal 
i better than those of many similar concerns, nevertheless we have 
room for improvement in some respects and hope utimately 
reach our ideals. 
: The average opponent of municipal ownership says that it has 
been a great waste of money in Pasadena for the city to duplicate the 
existing power company’s lines. As to the saving effected on the 
i part of the citizens, I wish to refer you to the amount saved by reason 
of the difference in rates referred to elsewhere in this paper, which 
e amounts to more than the total cost of the plant. And, based upon 


| 
eg) 
1 
| 
| 
| - a the establishment of the lighting department, the city has acquired 
| “% aes: all of the water plants located within the municipality and con- 
| a 3 solidated them into one system, covering the entire city, showin 
4 
— 
| 
| — 


Munrerpan Ligut anp Power PLant 225 
the same reasoning, you can readily understand that the company 
long ago received back into its treasury the total amount of its 
investment in the city of Pasadena, because of the high rates they 
formerly charged. By reason of this difference in rates, the citizens 
have the value of their electric utility already saved, partly invested 
in the plant and partly in their own pockets. On the other hand, 
the company collected the value of its property back in high rates 
before the installation of the municipal plant. 

Therefore, you can readily understand that, before the munici- 
pal plant was built, the citizens paid enough in rates to give the com- 
pany back its money, and since the municipal plant has been built 
(seven years ago) the people have stopped paying this extra tribute 
to the public service corporation and have saved the value of their 
plant. To be sure, there are two plants in Pasadena; yet the people 
have suffered far less economic loss than if the old condition had 
continued unchanged. 

We must conclude that where a city cannot purchase the utility 
it desires, the same methods employed by Pasadena can be repeated. 
It may not be possible to do this in every community, but we know 
from experience that it can be brought about in many of our Ameri- 
can municipalities. 

The argument put forth by the opponents of municipal owner- 
ship is that rates are not the only thing to be considered. I want 
to answer that by the statement that the controversies and conten- 
tions over rates are at the bottom of most of our public utility dis- 
putes. The price paid for electricity, gas, etc., is a tax collected 
monthly instead of at the end of the year. We all agree that service 
should be A-1 and reasonable in price. It must be acknowledged 
that the disputes and the clashing of interests of the public and 
public service corporations are at the bottom of many, if not most, of 
the scandals of American municipalities. As an illustration, referring 
to our own section of the country, San Francisco’s public service 
corporations were the direct cause of the disgraceful acts on the part 
of some of the city officials who ultimately landed in the penitentiary. 

As American cities take over all profit earning utilities, there 
will be a manifest increase in efficiency in municipal government. 
This will eliminate the public service corporations’ tendency to influ- 
ence public officials, and will take them out of politics. There will 
not be the incentive to put into public offices men who will do their 


le 
| 
| 
aS : 
1°" 
— 
7 
ad x 
oe 
4 


bidding. Then city officials can give all their time to the conduct 
of the city’s affairs and its utilities, without having to fight off public 
service corporations; then American cities will offer greater attrac- 
tions and greater incentives to young men to enter the service of a 
municipality. We are told that, under municipal operation, the 
- management will not be as good as under private management; that, 
although cities can have cheaper money for the utility, they will 
_ render poorer service. It will be far easier to deal with employees 
of these municipally owned utilities than it will be to control and 
regulate public service corporations as they exist today. The fact 
is we find that municipal employees, operating the city’s utilities, 
feel a great interest in the city’s properties; they realize that they, 
in a measure, are stockholders, and if the city sets a high standard 
of working conditions, with reasonable pay, there will be no obstacles, 
no complaint or trouble in getting along with the employees opera- 
ting the various utilities. Municipalities will, of course, employ prac- 


. _ They will use the same boilers and generators and equipment. The 
i a machinery will not refuse to give the same service simply because it 
_ happens to be owned by a municipality. 
My past and present experience leads me to believe that munici- 
pal employees will prove as loyal to the municipality as they did to 
_ the public service corporations. Witness the building of the Panama 
Canal! Witness the efficiency of the American navy! Witness the 
efficiency of some fire departments of American cities, which do not 
. ma happen to be profit earning utilities, and, therefore, are not molested 
ss bys private interests. We can have the same efficiency from a 
- municipally owned and operated utility when we remove conflicting 
interests. The way to remove them is to mu nicipalize all profit- 
earning utilities. 
Statistical experts in the employ of public utility corporations 
have had the audacity to insult the intelligence of the American 
_ public by deliberately comparing the receipts and expenditures of 
_ the 1,500 municipally owned electric utilities throughout the United 
‘States, with the 6,000 privately owned electric utilities operating in 
the large cities of this country. Their purpose was to show that the 
public paid more per kilowatt hour to municipally owned than to pri- 
vately owned utilities, and that the cost of production was less with 
the privately owned than with the publicly owned. Any school boy 
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would know that the privately owned utilities are operating in the 
large cities of the country and sell much of their power and light 
at wholesale rates, the average of which would be much lower than 
the average rate received in the little hamlets and villages in “i 
most of the 1,500 municipally owned plants are conducted. The 
fact is, the largest municipally owned plant in the United States is * 
in Seattle. Cleveland is now starting a still larger municipal plant. . 
All the other cities have averaged very small. ee 
I want to sound a word of warning against a municipality 
starting a power plant for street lighting only. Any city taking 
the trouble to build a plant for street lighting should certainly ei 
include the sale of electrical energy for all other purposes. Other- ‘ 
wise the plant is lying idle one-half the time. The same realestate, 
the same buildings, the same executive officers, and the same poles 
will help to supply electrical energy for other purposes, thereby 
reducing the overhead cost and standby charges. While some mu- _ 
nicipal plants for street lighting only have been successful in some of 
the largest cities, they would have been eminently more successful 
had they included the sale of electrical energy for all purposes. 
Municipal ownership is on the increase on the Pacific coast, as 
is indicated by the recent vote on the part of the citizens of Los _ 
Angeles, at which time bonds to the amount of $6,500,000 were 
voted for building a 40,000 horsepower electric plant, for both street 
lighting and commercial light and power. It will be a much larger 
plant than that of any other municipality in the United States, and 
will ultimately be increased to a capacity of approximately 150,000 
horsepower as fast as the demand for current warrants doing so. 
This plant is to be operated in connection with the aqueduct system ts Ni 
recently completed. 


The electric light and power business is peculiarly adapted to 
municipal ownership, and I believe that at an early date it will be 
as common as municipal ownership of domestic water. Those cities 
which are making thorough plans to acquire electric plants without 


water delay will serve their people best. 
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SOUTH NORWALK’S MUNICIPAL ELECTRIC WORKS 


By E. WINCHESTER, 
South Norwalk, Connecticut. 


thoughts that it has inspired tending toward public service regu- 
lation as above ownership. But if it will help, even as a small voice, 
toward bringing about a better, fairer understanding between those 
who operate public utilities and those who are served by them, 
regardless of the far lesser factor of ownership, and if it will give aid 
to the promotion of consistent public regulation and protection of 
- such utilities, then its mission will have been well done. 

There are at least two ways of looking at every proposition and, 
if it has merit, both may be worthy of fair consideration from vary- 
ing aspects. No single slant of observation can carry the full weight 
of truth, and yet each may be faithful to its own viewpoint. 
Circumspection will eliminate differences which argument alone may 
only compound. 

Prior to 1892, the electric lighting service of the progressive 
little city of South Norwalk, Connecticut (now the central part 
of the new and greater city of Norwalk), was supplied by one of the 
two lighting companies, located in the, then, separate municipality 
of older Norwalk. Competition continued for a while, but eventually 
a merger gave the enlarged company a monopoly of the local electric 
lighting business. 

The street lighting service, however, which had been unreliable 
and frequently out of commission before, did not show improvement 
under the new combination. Consequently the already well grounded 
dissatisfaction of the South Norwalk people increased, and they also 
claimed that the cost was excessive. Strenuous complaints poured 
into the administration and were vigorously pressed upon the com- 
pany; but all appeals seemed only to reach unresponsive ears. For 
the company, though handicapped by inadequate facilities and ap- 
parently scant finances, neither took the public into its confidence 
nor made any promises for betterment, but seemed to feel too fully 
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in control of the local field to realize the need of giving heed to the 
growing seriousness of the situation. 

Undoubtedly a little tactfulness and reasonable conciliation then 
would have saved the day for it, as the progressive spirit of the 
community simply wanted the good reasonable service to which it © 
was entitled. In those days the excellent public utilities commis- — 
sion of the state, which could now act with fairness to both sides of __ 
such an issue, had not been created. ‘go 

Finally it was suggested that the city might solve the problem __ 
by building an electric lighting plant of its own. Thus municipal 
ownership was forced to the fore, not by choice, but as a sole alter- 
native. This scheme, with little or no solid support at first, grad- 
ually resolved itself into a serious discussion and sides were taken. _ 
Considerable of the lighting company’s stock, which it is understood _ 
had as yet yielded no dividend, was owned in South Norwalk. Con- 
sequently the city became divided on the subject and political lines 
gave way to those for and those against the object in view. 

Conditions so continued for over a year, except that in the 
meantime the common council managed to appoint a committee to 
look into the practicability of a suitable municipal street lighting 
plant. This committee of unbiased men, regardless of the tense 
feeling both ways, went into the matter deliberately and thoroughly. — 
They spared neither time nor the expenditure of their own money 
in investigation, which in the end, at almost no cost to the city 
resulted in a favorable report. Bitter contention was caused thereby ‘ 
between the opposing forces that almost brought the issue to a man- aye Se i 
to-man affair. Families were divided and life long friends lined = 
up against each other. ae 

The company, still slow to grasp the situation, instead of com- iS ; 


Be 


ing forward with overtures, treated the matter as a threat that would 
not materialize and heaped ridicule upon it, while the service grew - 
worse. Aside from the company, even the other chief opponents a a 
stuck to the belief that after a certain amount of excitement had _ 
been indulged in the proposition would die out. 
A few sturdy citizens, however, thought otherwise—one of them, — 
now in Congress, the Hon. Jeremiah Donovan, we call him “Jerry” 
now as we did then, was the people’s champion. Early in 1892a _ 
monster mass meeting was called, after a number of others that had 


| 
1 
+ at 
4 
2 
= e's. 
a 
e 
) ac : aL y addressea tune Multi=- 


Tue ANNALS OF THE AMERICAN ACADEMY 


ge in one of the most powerful appeals to reason in the history of the 
aa spirited little city. In summing up he showed that it was the only 
way open to obtain proper service under the circumstances, and urged 
immediate action. The result was a rousing vote for a street lighting 
plant, carrying an appropriation of $22,500, to be borrowed on 
a bonds, and the appointment of a construction committee to build it. 

) The company presently awoke enough to the fact that the 
people were in earnest to become active with injunction processes, 
breach of contract and other suits carrying staggering claims for 
damages. It even hampered the committee by endeavoring to dis- 
~ guade makers of the necessary electrical apparatus from selling to 
the city. Thus did the company, whose short-sighted policy alone 
had forced its own community into municipal ownership in order 
_ to secure the adequate electrical service upon which, as a growing 
manufacturing and commercial center, its progress was largely de- 
pendent. As to the necessary electrical apparatus, the committee 
declared, if it could not buy it, it would make it. And so the cold 
_ footed manufacturers warmed up and the machinery was bought. 
Regardless of threatened law-suits, predictions that the plant 
could not be built for the money appropriated, nor operated at the 
low cost that had been estimated, the committee kept right on, too 
busy to be swayed either by the direct and indirect ways by which 
the sore opposition tried to block the way, or by those, most of all, 
distracting head-shakings of the neither-one-thing-nor-the-other fence 
perchers. 

The company solicited influences from a distance to aid it in 
crying down the public plant proposition. Bad examples were ex- 
humed and enlarged upon; exaggerated reports of failures elsewhere 
were kept in evidence, but that committee of three strong men, 
General Nelson Taylor, a dauntless warrior of many battles and a 
lawyer of record; ex-Mayor Edwin Adams, a manufacturer of promi- 
nence and a man who knew not defeat when he thought he was right, 
and Councilman Joseph A. Volk, likewise a manufacturer and a man 
of set convictions that won respect, knew only how to go ahead, 
not backward. Only the last named is now living, and of the good 
work they did, their only questionable act was in choosing their 
engineer, but, contrary to my protests, they would accept no refusal, 
so I accepted. All served without other compensation than the 
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consciousness of doing one’s best, and, with more than $2,500 of PS 


the appropriation still untouched, on Friday, the thirteenth of Octo- 
ber, 1892—mark well the day and date, ye superstitious,—South 
Norwalk blazed forth brighter than she had ever been before at 
night, and proclaimed her ability, under stress of circumstances, to 
banish the shadows of doubt, as to her capacity to penetrate dire 
opposition to her progress, with her own home-made brand of 
enlightenment. 

The first shot of April 19, 1775, at Lexington, for the indepen- 
dence of this blessed country of ours, sounded around the world. 
And so the lights of South Norwalk have won her fame as an example 
of the cause and effect of forced municipal ownership, and a success 
that just had to result. 

Investigators, scientists, delegations from afar have visited this 
little plant and have found it a plain affair, not ornamental, but full 
of usefulness. Those in favor and those opposed to municipal owner- 
ship have gone away both satisfied that it is just a simple business 
undertaking that has made good. 

Within the year after South Norwalk became the first city in 
Connecticut, and one of New England’s pioneers, to enter the munici- 
pal electric lighting business, the fear of the privately owned similar 
interests became so great that they were instrumental in having a 
law passed by the legislature to protect them from encroachments, 
upon their monopoly, by municipalities. With regard to fair dealing 
companies, this act is harmless, but under it the people have scant 
redress from the shortcomings of any concern inclined toward hidden 
unscrupulous ways which might be difficult to expose. After the 
passage of this act an attempt, as serious as it was ridiculous, was 
made to scare the South Norwalk people into a desire to dispose of 
their electric plant on the pretext that, not having been created 
under the requirements of the act, it was therefore operating illegally. 
When attention was directed to the fact that the plant had been 
completed and placed in regular service many months before the 
act became a law, this bug-bear faded away. This is only a single 
instance of the countless traps and obstructions that were laid in 
the path of those who fostered this infant undertaking of the people. 
But they had their good effect, after all, for they kept its sponsors 
constantly on the alert. “Eternal vigilance’ was the watch-word 
and determination not to fear prospective defeat kept nerves and 
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intelligence at high tension. Thus many malicious schemes were 
scented before they became visible, and were quietly treated in a 
way that discouraged maturity. 
Though previously, and for sometime afterwards, affiliated with 
_ private ownership of electrical undertakings, and always the friend 
Es _ of well serving privately owned public utilities, I identified myself 
with the people’s cause in South Norwalk’s instance, from the very 
a outset, not as an advocate of municipal ownership, but because I 
woae ee was deeply attached to the little city whose future seemed most 
a" “ promising, and realized how essential good electric service was to 
her progress. Being thus identified with this work, there was no 
_ choice for me but to pursue it to the best of my limitations. The 
fact that some ill-advised friends of mine, of the opposition, threatened 
me and told me my future was ruined, simply clinched me to my 
_ purpose, so I just stuck to the ship. All those unpleasant feelings 


-s tions and good business methods could be combined with resultant 

benefit. 

at I know of nothing better than honest private ownership of 

public utilities under just public regulation and protection, yet the 

| right of the public to do its own work, if local conditions and the 
_ best public good depend upon such alternative, must be recognized. 

7 = Having thus been forced into the issue, the study of public 
‘ utilities and their operation followed, and the question resolved itself 

_ more and more into the single object of best service for the public, 
rather than that of ownership. 

c To be consistent, therefore, I had to help make South Norwalk’s 

_ justified venture into this branch of municipal ownership as service- 
able, as businesslike and as honestly successful as I knew how. So 
I made a little pledge, all to myself, that I would try to stick by it 
until it should be entirely free from debt. Now it represents, with 
all its enlargements, an investment of over $205,000, but on the 
eleventh day of October, 1913, it stood clear of debt; every dollar 
of its investment having been paid back from its net profits from 
commercial sales alone, just two days before it was twenty-one years 
old, and never one cent of taxation. Was it a “civic mistake?” 

A @reab friend of mine, connected with one of the largest companies 
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| * have died away, because only the good endures, and those who 
. misjudged me are my good friends now for all time, I hope. Further 
@ aa than this purpose, I harbored a belief that civic governmental func 
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in the world, that supplies electricity in one of the world’s largest _ 
cities, and one of the best fellows in the world, an ardent opponent _ 
of municipal ownership, has said so. Perhaps he is right. At any 
rate, my pledge has been filled and Iam free. During the last fiscal _ 
year the little plant has also paid dividends of its profits into the __ 
municipal treasury, equal to $1 per capita of its district of supply, 
for the public good. In its paid-up sinking fund for the only bonds 
it ever issued, of only $42,500, are $25,000 worth of its own city’s is 
bonds that it has been able to buy in ata bargain, by carefully watch- = ==> 
ing the bond market. ee 
And now from its reserve funds, which are building up at a 
nice rate, it loans money to its municipality as needed and without | 
interest. The citizens at present are contemplating the use of its 
surplus profits to buy in the former city’s outstanding street paving 
and other municipal improvement bonds, thereby reducing the _ 
municipal debt. Today, the section of the new city—the most | 
thickly settled part, the main business center, the wealthiest district _ 
of the three that contain the densest population and most valuable __ 
industries—that has the lowest tax rate is the district that was the 
city of South Norwalk. . 
When occasionally asked to decide between public and private __ 
ownership, if given an opportunity to weigh the relative conditions, _ 
I try to return a decision that I sincerely think will produce the best 
result, with as careful consideration, for the future as present and 
past contrasting conditions will permit. In instances approaching 
similar conditions to those that South Norwalk had to face, it has — 
been in favor of municipal ownership, but in many other instances it 
has been emphatically the other way. Cases like South Norwalk’s, _ 
thanks to a growing efficiency in administration, state and city, — = 
are rare and becoming more remote. 
Confiscation of rights that have been given by the public, 
accepted in good faith and honestly capitalized, with a reason- 
able expectation of a fair return for services properly rendered, is 
unjustified. 
Even if the service deteriorates, every possible effort to induce 
a remedy should be resorted to before public replacement is con- | 
sidered. Regulation is superior to revolution, but revolution cer- 
tainly is an alternative, though a grave one of final resort. — 
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yaa Besar by the competitive company, intended to constantly ham- 
a’ ‘per and, ultimately, abolish the municipal plant. At some stages 
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For years South Norwalk was sorely burdened with law suits, 


aj 


_ matters looked dark, indeed, and some of the more timid citizens 
predicted that the company—which had subsequently become a part 
of a great corporation with powerful influences at its call—would 
win and bankrupt the city, for the damages that it held over our 
_ heads were enough to make stout hearts quake. Threats to put the 
little plant out of business by rate cutting and injunctions against 
its enlargement were common. But the company was told to go 
ahead and, if it could beat the low scale of the municipal plant, the 
latter would close its doors and rest while the company’s generosity 
lasted, as the chief aim of the municipal plant was simply to render 
the best service at the lowest cost, and the citizens would deem their 
investment in the plant a most satisfactory one if it could accomplish 
its purpose, through the medium of the company, without turning 
a wheel. 

As for the law suits, the cost of which the plant, not the city, 
had to stand, our present Attorney General of Connecticut, Hon. 
John H. Light—note the coincidence of the name—then corporation 
counsel of South Norwalk, ably defended the city and rendered great 
service in helping to bring matters to a head so unexpected to the 
company, in all its newly acquired might, that it was glad to with- 
draw its suits of seven long years and treat for peace. Prior to this, 
at one time the company endeavored to influence the city to let it 
purchase its plant, on very flattering terms, or to lease it, but when 
the matter was brought before the people, they just voted to build 
the plant larger, and the company immediately applied for an 
injunction to stop the enlargement. But the work never stopped 
until the enlargement was ready and running. 

All this time the city plant had been fighting for its right to live, 
but it kept on growing all the while and, by its success, gradually 
winning the support of even the citizens who had opposed it. But 
best of all, today, it is on friendly terms with the great broad-minded, | 
progressive corporation that has succeeded its one time vindictive © 
enemy, and coéperation reigns where bitter opposition used to con-— 
trol. Neither directly competes with the other; the municipal plant, 
supplying the central district of the city, old South Norwalk, and 
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the company carrying on a prosperous business in the large terri- 
tory round about. Its rates have long since been much lower than 
they used to be, and its service is excellent. 

But to show how progress was made we must go back some 
years into the trying times. By vote of the people, commercial 
electric lighting under a $20,000 bond issue was added to the city’s 
street lighting system in 1898, because the company, even after six 
years, had failed to properly fill the growing need for that class of 
service. While the addition was being built, the company put up 
such a fight and scared the people so badly, that the municipal plant, 
out of all the promises that had been made to take its service, only 
succeeded in obtaining six patrons to start with. But it did start, 
just the same, and ran at a dead loss for some months. And it was 
amusing to hear the comments when the few places that had the 
city lights were the only bright spots to be seen when the lights 
of the company would die down and stay dim, or go out entirely, 
as they frequently did. Hence oil lamps and candles, for emergency 
service, were the usual thing in the stores, and had forced the city 
to go into the commercial lighting business also. 

Before the year was ended, however, the city plant had wona 
goodly number of patrons and gained rapidly thereafter. 

As the company had made no visible effort to cater to the 
pressing need for commercial electric power service, the city plant 
encouraged it, and, after considerable experimenting, added it as a 
regular feature in 1901, taking on about 15 horse-power in motors 
to start with. The company made some arrangements to compete 
with the city plant in the power business, but encountering an 
obstruction which was discouraging to its plans, and as the city plant 
was much ahead in the race, it sold out, at a modest figure, to the 
municipal plant. 

Though hotly contested by the company, each new venture of 
the little plant soon proved worth while. And at the present time, 
electricity, generated by South Norwalk’s electric works, turns more 
wheels of industry within its territory than any other force, having 
on its lines motors aggregating a total of about 1200 horse-power, 
And the factories have increased at a healthy rate since the power 
service was established. 

During the twenty-two years’ life of this plant, the population © 
of South Norwalk has doubled. ai 
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When the city’s commercial lighting service was installed, only 
one residence in the city had used electricity for that purpose up 
to that time. No others could get the company to supply them and 
the total incandescent lamps then on the company’s lines in South 
Norwalk were only about 1,500; all that the company claimed it could 
allow in its South Norwalk district, by reason of insufficient gener- 
ating facilities. Therefore, many houses and other places that were 
_ wired and ready for it could not get the service. Today, in an area 
_ whose population is estimated at about 11,000, more than 25,000 
city lights bring cheer to hundreds of homes of the prosperous and 
humble alike and are universal in all manner of business and other 
places where electric lights are used. 
To meet the continually increasing demands for its service, the 

plant has been enlarged six times and is thirteen times its original 

capacity. At one time I had to undergo a rather embarrassing 
— investigation, by a committee appointed by the mayor at the behest 
of some good citizens, because a belief had gained ground that I 
was responsible for more frequent enlargements of the plant than 
- seemed justified. But the enlargement then needed was not only 
built, but the committee added to it. Other enlargements have 
_ since been built without a question. 
‘ Now past twenty-two years old, representing an investment of 
- about $205,000 in round numbers, originally capitalized by an issue 
_ of $22,500 bonds for the street lighting system and a few years later 
_ by an additional issue of $20,000 for the commercial addition, making 
a total actual capitalization of $42,500, this plant has taken care of 
every subsequent investment with no other aid than its actual surplus 
profits. Not only that, it has provided a fully paid-up sinking fund 
for the $42,500 bond issues, from the same source, and is getting 
an interest return from the sinking fund that will pay the interest 
- on the bonds until they mature. Aside from now turning money 
into the local treasury for such use as the citizens may decide, it 
has always supplied the street lighting service on a basis of cost, 
so no profit has been derived from that source; therefore, by reason 
of that one item alone, many thousands of dollars have been saved 
to the taxpayers, perhaps more than the total bond issues. 
; The question is sometimes asked, why has South Norwalk 
-_ gueceeded in the municipal ownership lighting field, while some other 
: 2< places have not been so fortunate. In reply to this it may be truly 
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said that undoubtedly many cities can show results as good and 
possibly better. Unfortunate examples, however, are most talked 
about, especially by those who delight in harping upon the negative 
side of issues to which they are interestedly opposed, and promi- 
nence so given may be mistaken for numbers. The truth only should 
be accepted, not opinions, when the truth can be ascertained, and 
anything that cannot stand without it should fall, be it municipal 
ownership or anything else. 

With regard to South Norwalk’s case, passing over the impor- 
tant fact that her people have always kept themselves in touch with 
their civic duty, that she also has a water works system that is 
surpassed by none of its size in excellence of service, liberal rates 
and profitableness, a much older institution than the electric works, 
that supplies the finest filtered water—even for quenching fires—and 
at a pressure that requires no fire pumping engines, her good fortune 
so far in municipal ownership may be traced to her long record of 
clean administration methods, putting men of honor in office, and 
to a sincere effort to start right and keep right whatever she has 
undertaken. 

From the beginning her public utilities have been protected 
from politics; that arch defiler of all kinds of public utilities regard- 
less of ownership—-public or private. Political manipulation has not 
yet been able to take root in this instance. Suffice it to say that 
it has attempted to sow its seeds, but, fortunately, the weeds have 
been recognized while tender enough to yield to the first proper 
“pull’”’—the persuasive pull of public objection. 

The commissioners, in charge of the electric works, selected 
with care as to fitness, are elected by the people and may expect to 
be returned to office, if willing, as long as they carry out the will 
of the people. They are prohibited from holding any other munici- 
pal office and are organized just like the directors of a private enter- 
prise. Each is skilled in mechanics and is a successful business man. 
Therefore, they are not at sea with the responsibility of their office. 

Frederick Hunkemeier, president; Thomas Robins, treasurer; 
and Patrick F. Brophy, secretary; each springing from a different 
nationality, of differing political leanings, thus they constitute a 
truly E pluribus unum board and, consequently, very much American. 
Being nominated by agreement between the political parties, upon 
a non-partisan basis, they are free from contact with or influence by 
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me _ the eye of the people. Everything about it of interest is gleaned 


14 
a : - any doubt has arisen as to its doings, public investigation has been 


_ purpose in the reduction in the cost of production, which has brought 


Even the political paths of their employees 
are unasked and unknown. 

As their active representative, they appoint a general superin- 
_ tendent, which position your humble servant has always had the 
honor to hold; although he, also, served as one of the first commis- 
sioners for about ten years, but resigned that office when the increas- 
ing duties of operative management finally demanded his full time 
and a separation from the board. He is given great liberty of action 
_ and is expected to produce good results. 

Open business methods in conducting the plant and always 
spreading its doings upon the wings of publicity have kept it under 


by the local press and served up in a way that keeps all watchfully 
and friendly interested in its progress, its needs and prospects. When 


demanded by its commissioners or its superintendent, and everything 
has been thrown open, so that praise instead of censure has been 
accorded its management. 

Thus suspicion, that follows insufficient knowledge, has had no 
soil in which to thrive, and the people feeling satisfied, have encour- 
aged those, whom they have placed in charge of their undertaking, 
to do their best and good has naturally resulted. Nothing is so well 
guarded as that thing of undivided ownership, that stands in the 

- open, upon which all eyes are turned. 

Whether it be privately or publically owned, that public serving 
utility which is kept closest to those it serves inspires confidence 
almost without effort, and builds around itself an element of codper- 
ative sympathetic interest that will protect it from imposition and 
the injustice due to ignorance and consequent suspicion, more effec- 
tually than the written law. 

For years South Norwalk’s electric service rates were widely 
accepted as the lowest in this country and until the advent of the 
- great super-excellent modern hydro and steam turbine driven, high 
efficiency generating stations, which of late have served such a grand 


remarkably low rates to the localities thus favored. But her sched- 
ule is still among the lowest, especially in the eastern section of the 
United States, with particular regard to the small consumers and 
_ moderate industrial requirements, to which she carefully caters, 
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believing that the little fellows are the ones who should be most 
nurtured, for they are the “acorns from which great oaks grow.” 
Thus the South Norwalk Electric Works, though one of the smaller 
undertakings of its kind, and entirely dependent upon fuel for its 
motive power, holds its own fairly well with its greater and newer 
equipped contemporaries. With them it is in no wise competitive, 
neither does it seek antagonistic comparison with any similar under- 
taking, private or municipal, but desires to coéperate with all in 
bringing about the most public good, hence the most good for all. 


Norwaux’s Evectric WorKs 


South Norwalk’s rates—which may be raised or lowered by the com- 
missioners or vote of the people—are as follows: 

For regular municipal service: Street lighting, from dusk to dawn every 
night by the standard 4,000 hour yearly schedule, per lamp per year—at esti- 
mated cost. 

Arc lamps, enclosed are or magnetite,' $54. 

Incandescent Mazda high efficiency lamps, not exceeding 70 watts, $10.80. 

Municipal buildings, by meter at actual cost per kilowatt hour, between 
2 and 3 cents. 

For commercial service: the gross monthly charge for lighting is graded 
from 9 cents down to 5 cents per kilowatt hour; after 500 kilowatt hours have __ 
been used, the rate continues at 5 cents during that month; the minimum 
monthly gross bill for lighting is 55 cents. All commercial lighting bills are 
subject to a discount of 10 per cent from the foregoing, if paid in 10 days. 

For commercial power service: the gross monthly charge for motors, cook- 
ing, heating and all purposes, except regular lighting, is graded from 5 cents 
down to 3 cents per kilowatt hour; after 500 kilowatt hours have been used, 
the rate continues at 3 cents during that month; the minimum monthly gross 
bill for lighting is $1.11; all power bills are subject to a discount of 10 per 
cent from the foregoing, if paid in 10 days. 

No distinction in rates is made between mercantile and domestic service. 
Arc lamps are loaned and maintained free of cost, if desired. k — ag 
Carbon incandescent lamps are supplied free. 7a is 
No charges for service connections, unless difficult of access. | ae 
No charge for removing, changing or replacing meters, as desired. ¥ 
_ No charge is made for meter testing as required. 
_ No supplies are sold, except Mazda lamps—at less than cost, and fuses 
for emergency; thus in having their electrical work done and purchasing 
supplies, fixtures, etc., the consumers enjoy the variety and competition of a 
goodly number of electrical dealers and wiremen. 

All electrical installations are required by ordinance to be inspected by 

and approved by a municipal inspector, independent of the Electric Works. 


‘The arc lamps have been recently extensively superseded by Mazda 
lamps at shorter intervals with marked improvement, and an elaborate scheme 
of ornamental street lighting is under consideration. 
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No contracts are required for the supplying of lighting or power; any 
consumer is free to use the service or not, at will, after being connected, and 
simply pays for what has been used. 

There are no conditional charges, based upon special service, periodical 
conditions, kilowatt capacity, nor for break-down service; whenever the sery- 
ice is turned off, the cost to the consumer stops, and if no service at all is 
used, only the nominal monthly minimum charge is required as long as the 
meter is retained, to cover its investment, reading, maintenance of the service, 
etc. 

An advance payment, about sufficient for one month’s service, or a suit- 
able endorsement, is required from patrons who do not own local real estate. 
This payment is subject to return upon closing the account, unless needed 
for arrearage. 

No person, high or low, receives free service. Even the municipality 
pays the Electric Works for value received and in turn collects, at full rates, 
for the considerable water service used by the Electric Works and for any 
other service involving expense, so rendered; except that no tax is required in 
pursuance of a state law, but the fact that the street lighting and other munici- 
pal service, supplied by the plant, are rendered on the basis of cost, the munici- 
pality is thus far more than compensated for any loss of taxes. 

Free lighting, however, is donated temporarily to civic and other func- 
tions for the public good and charitable purposes. 

The Electric Works operates and maintains the municipal fire alarm and 
police telegraph systems, at actual cost for labor and material, and has had 
full supervision of same for many years, including the announcing of standard 
time on the fire bells at noon and 8 p.m. daily; the latter serving as a reminder 
of evening appointments, entertainments, etc. 

This department has for many years also exercised a general supervision 
and regulation, in behalf of the city, relative to rights of way, locations of 
poles, wires, conduits, etc., of all telegraph, telephone, street railways, electric 
lighting and power companies, within the municipal area. Such service has 
always been rendered without cost to either the city or the companies, and 
has been the continuous means of maintaining good feelings and coéperation 
between all concerned, by seeing that all were served with due consideration 
for each other’s rights, and with due regard for the public. 

The electric works owns the local public weighing scales for vehicles, 
etc., and acts as weigher for a charge of 5 cents per load. 

A majority of South Norwalk’s electric lighted homes pay less than 
$18 per year, and many under $10. Modest homes using the service very 
extensively. 

As for power, many budding factories have monthly bills of about $10 
or under, and instances under $5 are not unusual. About $1 per day is a fair 
rate for some quite important industries. 

In 1908 the thriving suburb of East Norwalk—now an important section 
of the new city of Norwalk—established a municipal electric system of its 
own for both street lighting and commercial service. Up to the present this 
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plant has purchased all of its electricity from the South Norwalk Electric 
Works, but its growth has been such that it is now installing a generating 
station of its own and will soon be self contained. 

The motive power that generates South Norwalk’s “‘juice’’ consists of 
coal burning boilers, simple steam engines and Diesel fuel oil engines. The 
steam equipment, though always ready for immediate service, serves mostly 
as an auxiliary to take up sudden loads, to carry peak loads and for emergency 
service, while the oil engines carry the bulk of the load. All current is direct, 
as the area of supply is very densely populated and permanently confined by 
its charter to a territory small enough for such current to render the best and 


most economic service. 


Without regard as to the right or wrong of municipal ownership 
of public utilities, its growth in this country and the interest it has 
aroused, in spite of the difficulties it has had to encounter, show it 
to be a live issue. Just a glance at the statistics on this subject 
is quite indicative of this fact. 

For instance municipal ownership electric lighting began in 
this country in 1881 with a single plant, but according to the 1912 
census there were 1,562 listed and the actual number now is esti- 
mated at more than 1,600. This represents a remarkable growth in 
a comparatively new field of municipal ownership, especially in view 
of the closely matched extremes of favor and disfavor that have 
attended it. Also that it started almost with the advent of elec- 
tricity as a practical means of illumination. The statistics credit 
Ohio as being the banner state in municipal electric plants with its 
118; Michigan has 108, Minnesota 104, Illinois 99, Georgia 84, 
Kansas 82, Wisconsin 78, Indiana 71, Missouri 65, Oklahoma 63, 
New York 49, North Carolina 48, Mississippi 47, Pennsylvania 45, 
Iowa 64, Nebraska 62; all the other states have varying numbers 
from 1 to 35, except Arizona and New Mexico, which are not credited 
with any. In Great Britain, more than half of the public service 
electric plants are municipally owned. 

Generally speaking, from having visited and closely studied 
many of the municipally and privately owned electricity undertak- 
ings of England, Scotland and Ireland, those municipally owned 
impressed me as eminently successful and lost no credit in com- 
parison with similar privately owned undertakings. Both showed 
marked excellence in management and equipment in the aggregate. 

If it is a fact that the prevailing methods of municipal adminis- 
tration in our country are not as favorable to efficient operation of 
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municipally owned commercial public utilities as those of Europe, 
it is a reflection upon our fitness to undertake such responsibilities, 
that is neither creditable to our citizenship nor those who manage 
our public affairs; but it is not a fair argument against the principle 
of municipal ownership. Great Britain and most of the other Euro- 
pean countries have weathered far more trying civic conditions than 
we have had or are likely to have, and have remedied the evils by 
splendid reforms, to such an extent that some of their standards of 
municipal administration are worthy of emulation. 

Questionable politics is as detrimental to privately owned public 
utility institutions as it is to the municipally owned. To this cause 
may be traced very largely the advent of many municipal plants. 
For what is more in conflict with an endeavor to keep municipal 
administrations clean and efficient, than a great private corporation 
that trades with politicians? 

Too much emphasis cannot be placed on the fact that public 
utilities, under both private and municipal ownership, offer great 
temptation to that element of politicians who, like birds of passage, 
prey greedily today upon those things which they fear may be beyond 
their reach tomorrow. Such men too often regard a nice public 
utility as a convenient sort of political patronage asset. Its economic 
benefit to the community concerns them as little as does its actual 
ownership, so long as it can be utilized for personal and party advan- 
tage. The main thing is: what is there in it for the time being that 
will come in handy to them? 

Therefore, no public utility should ever be established under 
municipal ownership, unless it is to be placed above the domination 
of politicians and wholly under the charge of able men of known 
integrity. To them should be given reasonable latitude of action 
and they should then be held responsible for proper results, just the 
same as the directorate of a private corporation. Such men should 
hold office, wholly independent of political dictation, as long as they 
make good, and never more than a minority representation should 


be replaced at a time, so that experienced men will always be in 


action. 
Periodic change in office is one of the greatest drawbacks to 


efficient and economic public administration. We simply wouldn’t 


stand it in private business affairs. Thus men who have been edu- 
cated at public expense are too often thrust out just as they have 
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learned how to do their work, and other learners succeed them, 
very much on the my-turn-next plan of our school days, which was 
never intended for the serious business of manly years. 

Until we have instituted needed reforms in our ways of carrying 
on the public’s work, municipal ownership, to replace private owner- 
ship on any extended scale, should be considered most carefully 
before its adoption even as a final alternative. Otherwise a simple 
change of ownership may result not only in a swopping of evils, but 
plunge communities into debt, litigation and responsibilities, which 
they may be unfit to bear; not to mention the ruination of invest- 
ments. 

Before municipal ownership as a commercial business is decided 
upon, it should be determined without prejudice, by unbiased trust- 
worthy persons, whether or not it is the best alternative. Neither 
fancied reasons, theories, snap-shot judgment, spite nor a personal 
grouch, should be allowed in evidence. Both public and private 
interests have paid heavy toll, and will continue to do so, because 
people do things collectively under lack of personal responsibility 
and unwise influences, from which, as individuals, they would shrink. 
Majorities may be wrong. 

Therefore, though it may be proven that a privately owned pub- 
lic utility has failed in its obligations to the extent that public owner- 
ship seems to be the only remedy, even then every reasonable means 
should be used to induce and aid the local concern to meet its just 
requirements. It is wiser to patiently pursue a determination to 
improve existing methods, than to multiply public burdens and 
responsibilities unnecessarily; and only communities that can thus 
consider this matter are fit to be trusted with extended responsibilities. 

The municipalizing of any form of money earning public utility 
carries with it great possibilities for good or evil. “‘What is medicine 
for one is poison for another,’’ was never more applicable than to 
municipal ownership. Every community stands alone and must 
meet the issue according to the merits of its own peculiar conditions 
and expectations. 

The possibility for any municipality to have some time a munici- 
pally owned public utility is ever in the offing, as a final resort, 
and should be so considered. The public utilities commissions or 
equivalent bodies, in most states, stand ready to act intelligently 
upon this issue. This being so, all that is needed is a just cause 
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native. 
; Community ownership is not new, it goes back to the time 
when man grasped his reason, as a staff, and raised upon his hind 
legs above the other animals. Realizing that he needed protec- 
tion and feeling the strength of numbers, he became a social being, 
and the community was established. The community discovered, 
_ and comprehending its value to all, set aside a spring for the use 
; ao of its people, and we have the embryo public water works. At 
night, so that they might not be surprised by the enemy, for greater 
convenience in moving about and to prevent mistaking each other 
in the dark for a foe, they set up a beacon and the watchers—the 
- first of the “finest”—kept it alight. 
Thus came the public lighting plant. Time has simply added 
refinements. While so busy giving away valuable public service 
franchises, we Americans seem to have forgotten that community 
ownership was all there was for us to rely upon at one time for the 
few crude public conveniences and necessities that we jointly enjoyed. 
an Private ownership is comparatively new. Under it wonderful 
: _ improvements have been developed for our common comfort and 
progress, that otherwise, very probably, might not have arrived so 
soon. We owe it deep gratitude. If it has sometimes given short 
measure, have we been as fair of measurement as we should have 
- been—We, the public? Have we not ourselves to blame for a laxity 
_ that has tempted those who have served us, to be lax? It is mighty 
nice to be waited on, but if we indulge too much in such luxury, we 
become less handy in waiting on ourselves. Thus public ownership 
has in a measure slipped away from us, for a good and natural reason, 
so quietly that we haven’t realized it. If a servant assumes the 


To say that either private or public ownership is most wrong 
and that only one is most right, because the advocate of one or the 
_ other says so, is about as reasonable as for the follower of one faith 
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_ by contrast. The glorious light of day would be bare of glory, were 

ee not for the blackness of night. And the enchanting peaceful 
- restfulness of the mystic night would be hideous were it not for the 

glare and toil and blare of the noisome day. 

Why not submit to the fact that both private and municipal 


| 
| ) ss and a unity of purpose to bring about the regulation or the alter 
he 
ad 
} 
iy 
| 
| 
thy 
| 
| 
| 
mastership, whose fault is it? The master’s or the servant’s? 
} 
| 


Sourn Norwatx’s Exectric Works 
ownership survive, and each having honest adherents indicate that 
both have legitimate fields to fill. We are to have both according 
to our requirement, actual or apparent, until the need of one or the 
other is proven by results. 

The people are the paymasters and they generally get what the 
law of supply and demand, that they have created, offers them. If 
they want something better, good mastership demands that they 
devote their energies and intelligence to the cause of just regulation 
of, and protection to, the interests that they have created to serve 
them, and not to everlasting differing views as to whether private 
or public ownership is best, with each side of the issue hostile to the 
other. Good service is, or should be, the aim of each. 
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By H. C. Hocken, 
Mayor of Toronto. 
en at The city of Toronto has a municipally owned and operated 
p electric light and power enterprise, known as the hydro-electric 
system of Toronto. Toronto is one of twenty municipalities in the 
province of Ontario which in codéperation with the provincial 
government have installed local distribution systems, which are 
supplied with power from Niagara Falls by the hydro-electric power 
commission of Ontario. 

Public interest in the matter of utilizing Niagara Falls for the 
generation of electric power took formal expression in the year 1900, 
when a committee was appointed by the Toronto board of trade 
to investigate the question. The report of that committee stimu- 
lated public interest, and in the year 1902, many public meetings 
were held in the province of Ontario, to consider the best means 
of utilizing these resources. 

The Canadian Manufacturers’ Association and boards of trade 
throughout the province lent powerful support to the movement. 
In 1903 an act was passed by the Ontario legislature authorizing 
municipalities to inquire into, and if thought desirable, to establish 
municipal light and power «orks. Under the authority of that 
act a commission was appointed on behalf of the municipalities of 
Toronto, London, Brantford, Stratford, Woodstock, Ingersoll and 
Guelph, to carry out such an inquiry. This commission issued a 
report on the 28th of March, 1906, setting forth for the first time a 
reliable and reasoned exposition of the great value of Niagara Falls 
to this province as a source of electric light and power. 

Subsequently, a further commission was appointed by the 
Ontario government to conduct inquiries on a larger scale into the 
question of utilizing in different districts throughout the province 
the water powers with which it abounds. A series of valuable 
reports was published by the commission, a‘ter prolonged and care- 
ful inquiries. 

A." As a result, the hydro-electric power commission of Ontario was 
- ereated by statute in the beginning of 1907, charged with the duty 
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of establishing for the benefit of the municipalities of the province 
all desirable generation works and transmission lines. This com- 
mission was originally composed of Sir Adam Beck, M.P.P. of 
London, Chairman; the Hon. J. 8. Hendrie, M.P.P. of Hamilton; 
and W. K. McNaught, M.P.P. of Toronto; all highly capable, high = 
grade and experienced business men. Subsequently the Hon. Mr. 
Hendrie was appointed lieutenant-governor of Ontario, and his place | 
on the commission filled by the Hon. I. B. Lucas, provincial treasurer. | 
The commission has constructed 110,000 volt transmission linesfrom = 
Niagara Falls, via Hamilton to London in the West and to Toronto _ % 
in the East, designed to serve the needs of the municipalities above _ 
mentioned and others contiguous thereto and is nowconstructing _ 
a line to Windsor. It has entered into a contract for the purchase 
at low rates of electric current from one of the generating companies 
now established at Niagara Falls, which it transmits over its own 
line to the various participating municipalities, each of which assumes 
responsibility for the construction and operation of its own local 
distributing system. The current is supplied to the municipal par- _ 
ticipants at cost, and they distribute it at cost among their own = 
power and light consumers. 

In codperation with the governmental commission, the city of = jie 
Toronto has constructed an independent civic distribution plant, 
designed to supply the city, the manufacturers and the citizens 
with electric light and power at cost. By act of the legislature, 
the administration of the civic distribution plant has been placed 
in the hands of a commission, now composed of Mr. P. W. Ellis 
(chairman); H. C. Hocken, the mayor of the city, and Mr. R. G. 
Black, electrical engineer. 

The city of Toronto, being the commercial and manufacturing 
as well as the political capital of Ontario, is necessarily greatly inter- 
ested in the question of maintaining its manufacturing supremacy. 

Supported by an overwhelming body of public opinion, it de- 
cided in the year 1908 to build its own distributing plant to supply 
electric light and power at cost to the corporation services and to 
the manufacturers and the general body of citizens. A brief de- 
scription of Toronto’s civic plant and its progress to date may be 
of interest: 

The physical plant consists of a terminal station and equip- 
ment at Strachan Avenue, where delivery is taken of the current 
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from the government commission at 110,000 volts and stepped down 
to 13,200 volts; a system of 13,200 volt sub-station feeders from the 
terminal station; eight principal sub-stations and necessary equip- 
ment located at carefully selected points throughout the city; a 
system of medium voltage city feeders running out of the sub- 
stations and covering the entire city area; secondary lines on every 
street in the city with pole lines projected for both sides of the 
streets; a 250-500 volt direct current system limited to a particular 
downtown area; and a complete equipment for lighting the grounds 
and buildings of the Canadian national exhibtion and for supplying 
the needs of exhibitors. 

The transformers installed and projected for the terminal sta- 
tion have a capacity of 33,500 h.p. while those installed and pro- 
jected in the various permanent and temporary sub-stations have 
a capacity of 60,000 h.p. 

The total estimated capital cost of the enlarged plant roughly 
described was $4,500,000, exclusive of the cost of the terminal sta- 
tion and its equipment, which were erected at the expense of the 
provincial hydro-electric commission. The rate-payers have author- 
ized the issue of debentures by the city of Toronto to the extent 
of $4,950,000 for the purpose of meeting the capital expenditure 
involved. The debentures mature on the Ist of July, 1948, bear 
interest at the rate of four per cent per annum, and are issued sub- 
ject to the condition that’ annual sinking fund payments adequate 
to their retiral at maturity shall be maintained. The rapid exten- 
sion of the business of the system has rendered necessary an addi- 
tional issue of $700,000 and a further issue of $1,000,000 is to follow 
in the near future, making in all $6,200,000. 

Some idea of the difference between the lines upon which the 
present plant is designed, and those upon wiich the first plant was 
designed, may be gathered from the fact that the first plant was 
estimated to cost $2,500,000. 

Apart from the municipal services there are four scales of rates 
in force, viz:— 

(1) For A. C. Residence Service. A charge is made herein of 
4 cents per month for each 100 square feet of main floor area, with 
a unit charge of 3 cents per kilowatt hour subject to 10 per cent 
_ discount for prompt monthly payment. These rates represent a 
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reduction of approximately 40 per cent from the old rates of the 
commercial competing company. 

(2) For A. C. Commercial Lighting Service. A unit charge is made 
herein of 8 cents per kilowatt hour for the first 30 hours of maximum — 
demand, with3 cents per kilowatt hour for the excess monthly service, i" 
subject to a minimum charge of $1 net per movth and to discounts _ 
for prompt monthly payment of 10 per cent, 15 per cent and 20 per in 
cent respectively, according as a one, three or five year contract 4 
may be entered into. These rates approximate 50 per cent below J i 
the old rates of the commercial competing company. 

(3) For A. C. Power Service. A charge is made herein for the 
ordinary small manufacturers’ service of $1.35 per horse power per 
month for 10 horse power whether or not the current is used, plus 
$1 per horse power per month for the excess consumption, plus a 
unit charge of 14 cents per kilowatt hour for the first 50 hours’ 
service, plus 1 cent per kilowatt hour for the next 50 hours’ service, = 
plus 4 cent per kilowatt hour for all excess service subject to dis- _ 
counts for prompt monthly payment and according to duration of 
contract, as above mentioned. These rates approximate 50 per |. 
cent below the old rate of the commercial competing company. te: ae 

(4) For Direct Current Power Service. The rates charged herein 
are the same as for alternating current power service, with the 
exception that the unit rate per kilowatt hour is 24 cents for > ; 
first 50 hours’ service, 14 cents for the-next 50 hours’ service, and 
2 cent for the excess service, subject to the same discounts and 
named conditions as the foregoing. These rates represent an ap- 
proximate reduction of 33} cents below the old rates of the com- oa 
mercial competing company. 

It is obvious, of course, that properly constructed rates must . : 
provide :— 

(1) For the whole of the operating expenses involved. 

(2) For the depreciation of the capital investment due to wear is My 
and tear and to the progress of invention; and 

(3) For the requirements of the sinking fund. 

A commercial company always raises a large part, when not the — ae) 
whole, of the funds required to provide for construction expenditures _ Se ; a 
by means of perpetual share capital. As the moneys so raised do 
‘not require to he returned to the shareholders, it is not } ROMER 
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in such cases to load the rates with sinking fund charges, designed 
to repay the capital. In the case, however, of a municipal under- 
taking, the conditions are entirely different. The undertaking has 
no capital as such. It is built out of the proceeds of debentures 
which require to be paid off at maturity. Unless the rates are 
_ loaded with an adequate sinking fund charge, the accumulation of 
which extinguishes the debt at maturity, it would require to be 
paid off at the expense of the rate-payers at large. It is sometimes 
suggested that to load the rates not only with an adequate allow- 
ance for the sinking fund obligations, but also with proper allow- 
ance for depreciation, is unfair and that such policy would impose 
such a burden upon any undertaking submitted to it that it would 
necessarily lead to disaster. But depreciation is a grim reality. 
No undertaking, whether commercial or municipal, can escape it. 
The world goes on improving its instruments and methods of produc- 
- tion, rendering obsolete in consequence antecedent methods and 
instruments without regard to individual wishes. Wear and tear 
operate continuously upon all apparatus subjected to its influence, 
without regard to municipal resolutions or to doctrinaire theories. 

The results so far have been entirely satisfactory. In the initial 
period of operations we had perhaps more than the usual difficulties. 
These proceeded from a keen and for a time it seemed implacable 
antagonism of vested interests who rightly or wrongly believed that 
they had a moral grievancé against all who supported the munici- 
pal venture. The city offered to purchase the private company at 
- @ premium of 25 per cent on the stock, but the owners refused to 
sell, preferring to dispose of the property to another private syndi- 
—eate. The futility of opposition, however, against a resolute will 
on the part of the public gradually made itself apparent and those 
_ special difficulties are now matters of ancient history. 

At the beginning of October, 1914, we had approximately 30,000 
completed services with a connected load of upwards of 80,000 horse 
power. The total current supplied to all consumers during the nine 

months ending September 30 was over sixty million kilowatt hours. 
. The quality and stability of the government transmission line 
: and of the local distributing plant have been proved to be of the 
aa Ny highest order. The power and light users of the Toronto municipal 
mht bicioe system have, therefore, enjoyed a continuous high grade service, 


oe and the result of this continuous high grade service is being shown 
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in a constant accession of business far beyond the expectations of 
the commissioners. 


The street lighting has been so greatly improved that it is ey 


unthinkable that the city would ever tolerate again the old con- 


ditions. Toronto has an 80 candle lamp every 110 feet both sides © 


of every street. Concrete poles of great durability and of pleasing 
design have replaced throughout the major part of the city the old 
unsightly wooden poles. The old are lamps, suspended high over- 


head and casting deep and often treacherous shadows, have given 


place to modern tungsten lamps, with a soft and well diffused light, 


free of the shadows of the old. Over 40,000 of these lamps have _ 


been installed on the city streets, the main thoroughfares being 
lighted with well-designed cluster groups. As a result the streets 
of the city are beautifully lighted, and it is doubtful whether when 
the work is finished there will be any city on the continent as well 
lighted. 

The financial results are no less gratifying. It was anticipated 
that the period of initial loss which every business has to go through 
while it is establishing itself in the confidence of its customers and 
building up its trade, would have lasted for a matter of two or three 
years. As a matter of fact, we ended the first full year of operation 
with a net surplus of $13,555.41; the operations of the second year 
yielded a surplus of $34,575; and we have every reason to antici- 
pate for the present year, after providing interest, depreciation and 
sinking fund, a surplus of over $100,000. Owing to the technical 
requirements of the first appropriation it has been necessary to pay 
sinking fund over the period of construction and the surpluses to 
date have been set aside for this purpose, which will likely be accom- 
plished by the end of the present year. 

The competitive effect of the establishment of the civic plant 
has not been destructive as was freely predicted at the time of its 
inception by its commercial competitors. The fact of the matter 
is that the potentialities of the power and light business are so great 
that few companies enjoying a monopoly thereof are alive to their 
possibilities. The rates of the competing commercial company in 
this city have been reduced to meet our own. There has been a 
very great advance in the quality of the service given to the citizens 
and a great increase in the activity and intelligence with which 
business is cultivated. The cheapening of the rates and the exten- 
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of greatly increasing its total sale in this city, and province. ; 
That the system is serving the masses of the people is proved — bs 
by the fact that at the end of the year 1913 we had on our “see 
500 three-roomed houses, nearly 1,000 four-roomed houses, the same — ‘ 
number of five-roomed houses and nearly 5,000 six-roomed houses. — 
At that time there were approximately 1,500 customers whose bills 
were, for at least eight months of the year, less than 50 cents per a : 


month. A further evidence of the increased use of electricity for _ 
domestic purposes is shown in the large number of electric appliances __ 
we have succeeded in selling in the “Hydro-Electric Shop.” 
present results indicate that during the year 1914 we shall sell over _ 
6,000 irons and very large numbers of toasters, heaters, vacuum 
cleaners, coffee percolators, washing machines, fans, etc. 

The establishment of the civic system has not injured the pri- 
vately owned company. But the use of electric power has increased 
enormously since the municipal system began operations. In 1910 © 
the connected load of the Toronto Electric Light Company was . 
42,500 k.w., now the connected load of the two systems is 127,000 a 
k.w., three times as much as it was five years ago. The result is 
that Toronto has the lowest average rate of any city in the world — | 
of 500,000 population or over. The electrical journal, quoted recently — fi “7 
in the Literary Digest, gives these figures: ; 


The effect of these low rates is that every new house that is — 
built in the city of Toronto, no matter how small, is wired for electric | ii 
light. The people find that they can enjoy this luxury at a price if 
that, at least, does not exceed the price of gas, so that the low rates — 
that are in operation, and which will be reduced in 1915 at least 
10 per cent, bring electric current within the means of the humblest ‘ 
of householders of the city. One other feature of the municipal — 
enterprise is the satisfactory results to those who are employed in ot 
operating the system. Without any dispute with the Union, “ee 
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have been increased, not only on the civic system, but on privately 
owned systems, the latter being compelled to follow the public 
owned enterprise. An increase of wages was granted to the men 
this year upon a basis which must be considered satisfactory. The 
commissioners when approached by the men realized that if their 
requests were granted without the most careful consideration, they 
might be charged with unduly increasing the cost of labor to the 
enterprise. They, therefore, applied for a board of conciliation, 
which was appointed by the federal government. This board after 
taking evidence, gave a judgment fixing what they declared to be 
fair and equitable wages and upon this authority the local commis- 
sion acted. It will be seen, therefore, that the question of wages 
7 has been adjusted by an impartial authority and by this means the 
greatest harmony maintained between the commission acting for 
the people at — and those who are employed upon the system. 
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* SOME LIMITATIONS AND OBJECTIONS TO MUNICIPAL 


OWNERSHIP 


By Crarke M. Rosecranrz, 


Of General Counsel, The New York City Milwaukee Electric Railway and 
Light Company. 


I understand that the purpose of this conference is to establish 
a bureau which will supply municipalities with information and 
statistics concerning the cost of the operation of public utilities. 

While I have had no conferences with the managers of public 
utilities privately owned, I think I am safe in saying that they will 
welcome the organization of such a bureau, providing those in charge 
of it are non-partisan and report all information concerning the 
operation of municipally operated public utilities as well as those 
operated by private corporations, and will secure as accurate data 
concerning the cost of operation of municipally owned plants as it 
can secure as to the cost of operating privately owned plants or 
utilities. That they will have difficulty in securing such informa- 
tion as to municipally owned utilities, I think may be predicted with 
certainty. That has been the experience of everyone with whom 
I have had occasion to discuss the matter, and I think it is the 
experience of all public utility commissions. 

It has been the experience of the Railroad Commission of Wis- 
consin as is evidenced by the following quotation from the sixth 
- annual report of that commission, published under date of June 
30, 1912 (page 148): 


One problem that has been very hard to handle is the adjustment of 
- municipal reports. It is the purpose of the uniform classification to make 
utilities of the same class, regardless of form of ownership, comparable with 
- one another. In bringing the accounting procedure of municipal utilities 
into line with these uniform rules many more obstacles and difficulties have 
been met with than in the case of the private plants. 

The commission has taken the attitude that a municipal plant should 
‘report earnings for services furnished by one department to another in the 
same way as though the utility stood apart from the general city administra- 
7 tion. Thus, hydrant rentals should be reported as an earning to a municipal 
plant, even though as some municipal clerks have said, ‘‘it is only taking 
something from one pocket and putting it into another.’’ The fact remains 
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_ shall be operated by the municipalities in which they are located 


_ gressman Crosser will press to substantiate the reasonableness of 
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that the utility has furnished the service and has earned a return for it, regard- 
less of whether or not it actually has any more cash on hand to show for it. 
Unless such interdepartmental ‘ransactions are reported no fair comparisons 
can be made between privately and municipally owned plants. 

The fault does not necessarily lie with the administration of the munici- 
pal utilities themselves, but should rather be attributed to the weaknesses 
in the entire accounting method which prevails in many of our cities. It is 
a difficult task to accomplish any permanent advancement or improvement 
in the accounting procedure of a municipal utility when the entire municipal 
system coupled up with that city’s administration may be unscientific and 
inadequate. Just as soon as any attempt is made to regulate the utility end 
of it, the necessity of reforming the entire municipal accounting procedure 
becomes obvious. If it is the city’s practice to sever all transactions with 
the general fund and to make little or no attempt to show operations of de- 
partments as separate activities, it is difficult to require that the procedure 
affecting the utility be revised without adjusting the other operations so that 
they are harmonious throughout. 

The commission has pointed out to the municipal plant the importance 
of segregating their transactions as far as possible from general city business. 
It is to be hoped that codperation with other state departments will be able 
to arouse the cities to realize the inadequacy of much of the present municipal 
accounting and to institute reforms in municipal accounts which will show 
separately the operations of each department of the city. 


Such a bureau, operated as I have suggested, would perform 
a great public service and would, I am satisfied, go a long way 
towards solving the question of whether public utilities can be as 
efficiently and economically operated by the public as they can be 
under private management. 

The attitude to be taken by the mayors of various American 
cities, with respect to the policy to be pursued by municipalities 
toward the public utilities, is of great moment to the public. I 
assume that those present at this conference approach the con- 
sideration of this great problem with an open mind, with a desire 
to seek and learn the truth; that they do not approach it armed with 
prejudice and a determination that no argument, no fact shall 
change their views. The question is really whether public utilities 


or shall be operated by private owners, subject to public contro 
and regulation. 
As I have not had the advantage of knowing what views Con- 


his position and his belief that all public utilities should be oper- 
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op. > oe ated by municipalities rather than by private owners, I am com- 
__ pelled, in anticipating the points he may make in support of his 
. eS to rely on what I could gather from his questions at the 
“ hearing on the bill which he introduced in Congress last winter 
for the acquisition of street railways in the District of Columbia 
i, “4 by the United States Government, at which hearing I had the honor 
and pleasure to appear. 
: ae The subject is so large that I feel seriously handicapped in dis- 
cussing it, owing to the extremely limited time allotted to me; and 
in view of that limited time, I cannot bring to your attention any 
statistics, and cannot analyze for you the statistical reports showing 
is, the result of the operation of publicly owned railroads and utilities 
a in Europe, in Canada and in the United States. I am obliged to 
_ refrain from discussing each of the advantages which it is claimed 
fs result from municipal ownership and operation of public utilities. 


I can deal with but some of them and in but a most general way. 
Of the usual reasons advanced for the operation of public util- 
ities by municipalities is that utilities will thereby be removed from 
politics and that public utilities are now in politics and control 
municipal councils, and thereby secure to themselves special privi- 
aye ~_ leges of great value and thwart the public in its efforts to secure 
proper service at reasonable rates. Public utilities have been in 
politics. They did not go into politics from choice—they were 
obliged to go into politics to prevent their property from being 
wrested from them or plunged into bankruptcy by reason of the 
unfair and unjust demands made by the councils. The members 
of the councils making these demands claimed that they were repre- 
senting the people when in fact they were representing themselves, 
seeking to remain in office, and to that end sought to impose great 
burdens and obligations upon the utilities so that they could point 
to such an achievement as a reason for their advancement to a higher 
official position or to being returned to the one they then occupied. 
Numerous instances can be cited and proved by evidence com- 
petent in a court of law where municipal councils compelled public 
utilities to enter into politics in order to save their corporate life 
and property, or compelled them to pay large sums of money for 
a privilege which they should not have been compelled to seek, 
but which the municipality should not only have offered but should 
have insisted upon the utilities’ accepting. By the imposition of 
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f by position taken by a very small proportion of the total vote cast. 


other men. They naturally desire an increase in wages and a short- 


burdens upon public utilities, the members of councils claim they 
have done something for the public. That they have thereby 
worked harm to the public would seem clear—for every unnecessary 
burden placed upon a utility either lessens the utility’s ability to 
afford better service, make extensions or reduce rates. 

I can cite many instances which I know to be true—one or 
two may be sufficient—where councils have acted contrary to the 
best interests of the public. 

A few years ago a certain railroad company desired to lay an 
additional track in a city. This track would not afford the railroad 
any_additional revenue) and the right to lay it carried with it the 
obligation to expend some money—that is, add to its capital invest- 
ment. It desired to lay this additional track so that it might more 
speedily and effectively serve the public. An ordinance was intro- 
duced, hearings were had on it before the railroad committee of the 
common council and, so that they all might understand the situa- 
tion, a view was taken and counsel for the railroad company re- 
quested the members to come to his office so that he might explain 
the situation in detail upon large blue prints which had been pre- 
pared by the company’s engineers, and give them a clearer conception 
of the location and purpose of the track and the result to be attained 
by its construction and operation. One of the members of that 
committee said to another “ What do we want of blue prints? What 
we want to see is green prints!’”” The company refused to be black- 
mailed; the committee reported adversely to the ordinance and it 
was defeated. 

In 1906 the Railroad Commission of Wisconsin, after a full 
investigation, handed down a decision in which it was stated that 
the Milwaukee Electric Railway and Light Company, in order to 
properly and efficiently serve the public, should be granted addi- 
tional franchises. The company promptly made application for the 
franchises, but the common council for years persistently refused 
to grant them, all the time belaboring the company for not properly 
serving the public; and to this day, but few of the franchises men- 
tioned in that decision have been granted. 

In most cities the result of any election is dependent upon the 


Utilities employ large numbers of men. They are no different from 
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ening of hours of service. The man or men running for public 
office in a city where the utilities are municipally owned, who gives 
the greatest assurance that either or both of these desires will be 
realized, will be elected. It will be to the interest of the employees 
to enter and remain in politics, and they will be able in almost 
all municipalities, to control the result of any election. Munici- 
pally owned utilities will bring them and their employees into pol- 
itics instead of keeping them out. 

It is also claimed that under municipal operation rates for 
service rendered will be much lower than where the. utilities are 
operated by private corporations. This is stated broadly and posi- 
tively by all the advocates of municipal ownership; but I have yet 
to find any instances where an examination of their accounts will 
show that the rates have been less without showing a deficit when 
proper charges incident to the cost of service were made. . 

What makes for success in the operation of any business enter- 
prise, and a utility is a business enterprise? Does it not depend 
upon the skill, knowledge and experience of the men in charge, 
taken together with an opportunity for a continuity of policy? 
The man who operates any business enterprise cheaply and success- 
fully is the man who has given it years of study and who brings 
to bear upon each new problem the result of his study and experience. 
In other countries, where the government is more stable, where it is 
bureaucratic instead of democratic in character, and where the 
men in charge of public utilities remain in office for long periods of 
time, the results do not show that the utilities are better managed— 
more economically managed—than similar utilities in the same 
countries which were under private control. 

The rates charged by any municipally operated utility must 
be sufficient to pay for the cost of service. If they are not, then 
the non-users must make up the deficit and their proportion of 
that deficit will be included in their tax bills. If the public oper- 
ation of utility companies is likely to be successful, we ought to be 
able to find without any difficulty that those which have been for 
many years, owned and operated by municipalities, have been econom- 
ically and efficiently operated. The history of our city management 
shows that the contrary is the fact. 

I appreciate that many cities claim that certain municipally 
operated public utilities have been operated satisfactorily to the 
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af Our present financial condition is not exceptional to all other street 


public and were operated much more economically than under pri- 
vate ownership and at a less cost to the users. Income accounts | 
and balance sheets are presented to sustain that claim, but any 
proper examination of those to which I have had access with a proper 
allocation of items shows that, instead of being operated at a profit, 
they were operated at a loss. 

It is quite customary for people advocating the adoption of | 
any new policy to point to results in other countries of the policy _ 
sought to be adopted—usually so remote and under such conditions _ 
that it is difficult, if not impossible, to make a fair comparison. — 
We are able to know the result of municipal operation of some 
public utilities by cities near at hand and cities where the adminis- 
trators of public affairs have a longer tenure of office than they do 
in this democratic country. = 

The city of Edmonton, Alberta, Canada, having a population 
of about 90,000, believing that municipal ownership of public utili- 
ties was wise, has owned and operated its public utilities for a period 
of years. It did not purchase existing utilities but built new ones, 
and the Official Gazette, which is published by authority of the munici- — 
pal council of that city, on April 2, 1914, pointed out that its rail- 
way system had a deficit from operation of over $400,000; its tele- 
phone system, a deficit of over $100,000; and its waterworks, a _ 
deficit of $100,000. In the Official Gazette of Edmonton, under 
date of April 30, 1913, Mr. John Chalmers, commissioner of oper- | 
ation, stated: 


Prior to 1913, no provision had been made for depreciation or replace- 
ments, and as much of the plant and properties will not be useful for the _ 
period covered by the lifetime of the bonds, particularly as some of the early 
issues were for forty years, and also that equipment must be superseded by 
more improved types, it was decided to create a fund to take care of this 


In another part of his report he stated: == : 


railways west of Winnipeg. Systems in Saskatoon, Brandon, Regina, Leth- 
bridge and Calgary, all equipped with modern apparatus, operating under 
the same rates of power charges, are showing deficits. Lethbridge is — 
to have lost $30,000 the last year; Brandon is losing $100 a day. 
Extensions were made into sparsely settled territory wher 
not pay even a small fraction of the operating cost. 
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ye _ The annual report of the city engineers of Edmonton for 1913 


‘says: 


There has been a heavy loss in the operation of this department for the 
fourteen months amounting to $129,636 and after paying the newly established 
reserve for depreciation, the loss has been consideraby increased and the 
total deficit to date is over $405,394. 


A little over two years ago the city of Winnipeg established a 
municipal lighting system. It was able to secure its power from 
a hydro-electric plant, the cost of which was extremely low. After 
two years of operation, they have a large deficit although their 
accounts as filed originally with the public utility commission show 
that in the second year of operation they had made up a large por- 
tion of the deficit resulting from the first year’s operation. An 
analysis of that account by the commissioner showed that they 
had neglected—and this is a common practice by all municipally 
operated plants—to make a proper charge for depreciation. The 
commissioner directed that the company should charge to depre- 
ciation the tiny sum of $223,000. With this charge—which would 
be such a charge as a privately operated plant would be required 
_ to make—the operation showed a still greater deficit. In the en- 
- deavor to show that it was operated at a profit, no portion of the 
salary of the comptroller who has charge of the electric plant, was 
charged against the cost of operation. His salary was charged to the 
general expense. No charges were made for injuries and damages, 
and it appears that one item, amounting to $5,000 for the death 
_ of an employee, was charged to capital account; and when it was 
suggested by the public utility commission that this charge might 
properly belong to operation, they offered to charge half to opera- 
tion and half to capital account. 

The municipal water plant in the city of Winnipeg is operated 
with electric energy secured from the municipal plant. Formerly 
it purchased it from a private corporation, and it now pays more 
for the same current than it formerly paid the private company. 
The municipal plant in Winnipeg is dependent entirely upon its 
hydro-electric plant and a transmission line which is subject to the 
action of the elements. A severe storm might at any time leave 
that city without electric energy for light or power or for pumping 
service for fire protection. It has been suggested that it should 
construct a steam plant for emergency service; but this plan, which 
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almost celia ial say was wise, has not been adopted, but _ 
instead, another high-tension transmission line at a cost of more 
than $1,000,000 is to be constructed. Just how it is conceived that 
a storm might wreck one transmission line and leave the other, 
constructed in close proximity to it, so that the city of Winnipeg — 
or those using the energy from the municipal plant would not be 
affected, is difficult to understand. 

The city of Duluth owns and operates its own water plant wa: 
system. Great claims are made concerning economy of operation. 
In one of the Duluth papers it was recently stated that in order to 
maintain the low rate charged for water, a tax is imposed upon all _,/ 
property. This of course is in the nature of a subsidy. A private 
corporation if it received a subsidy from taxpayers might of course 
give lower rates than it could otherwise. So, too, it appears from 
statements made in the Duluth papers, published within the last — 
few months, that the entire water supply of the city of Duluth is 
brought by one main which is in bad physical condition. Think 
of what would happen to a private corporation if it left a city— 
no matter how small—dependent for its water supply and fire pro- 
tection upon the continued efficiency of one main! If that fact 


were known, the executive officers of such a company would be 


obliged to leave the city between two days. 
San Francisco has recently constructed a municipal railway 


about fifteen miles in length, and that is pointed to with great pride = 


by those in favor of municipal ownership. That company does not 
receive transfers from other lines, charges a straight five-cent fare 
and enjoys a position which gives to it the heaviest traffic of any 
line operated in that city. I tnink we may safely concede that if 
the city of New York owned the line up Broadway and accepted 
no transfers it might pay high wages and give utopian service and 
set aside a large sum by way of profits. But that would not be a 
fair criterion by which to judge a line on Avenue A or Avenue B 
or extending tarough a sparsely settled district. 

In the city of Athens, Ohio, after eleven years of municipal 
operation, the people—at the election in 1914—by a most decisive 
vote decided to turn over the electric lighting plant to a private 
corporation for operation, as the municipality had been unable to 
operate it properly. 

m September of this year the city of Hanover, —- decided 
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to turn over the operation of its municipal lighting plant to a private 
corporation, the city’s operation having been unsatisfactory and 
non-economical. 

The people of the city of Chariton, Iowa, at a special election, 
voted to sell the municipal plant to a private corporation. That 
city had operated its municipal lighting plant for twenty-five years 
and found that it could not supply its citizens with electric energy 
as economically as it could secure it from a private corporation. 

The city of Elbow Lake, Minnesota, has during the present 
year sold its municipal plant, as its experience for a period of over 
fourteen years has shown that the result of the operation had not 
been satisfactory and they could not supply the citizens with electric 
service as cheaply as it could be secured from a private corporation. 
These cities are small but it is in such cities that the voters can know 
what public operation costs—accounts cannot be juggled as they 
can in the large cities. 

The city of Toronto, Canada, believing it desirable to own 
and operate its municipal electric plant entered upon that project, 
having been assured that it would cost but $2,750,000. The total 
expenditure before the system when completed was $7,500,000, and 
it was found that to protect itself against the interruptions inevi- 
table to a high-tension line from a hydro-electric plant, a steam 
standby would have to be constructed at a cost of more than a 
million dollars. 

The city of New York a few years ago, and I am sorry that I 
do not have the figures, being satisfied that it could operate the 
Staten Island ferry better than the private corporation, much more 
economically and much more efficiently, and turn a great sum of 
money into the coffers of the city and relieve the taxpayers, ac- 
quired and has since operated that ferry. The thousands the city has 
lost I will not pretend to say, but it is a matter of public record 
_ that the municipal ferry has been operated at a loss every year 
since the city took it over. 

Many cities have been investigated by bureaus of public effi- 
ciency, and we do not find that in those matters which are properly 
within the province of municipal operation, there has been efficient 
and economical management. 

Frederick A. Cleveland of the Bureau of Municipal Research, 
_ New York City, states in his book, — in — as follows: 
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New York buys probably $15,000,000 worth of supplies and moterisle 
per annum for current operation and maintenance. Yet it pays higher prices 4 
than are paid by persons who buy at retail for a small family. It byysin _ 
wholesale quantities and does not obtain wholesale rates. It pays cash but 
does not get cash discounts. It takes millions of goods into storehouses with- 
out holding anyone to account. It has little protection against deliveries 
short in weight and inferior in quality. It is safe to say that approximately - 
five millions of every fifteen millions spent for supplies is worse than wasted. 


The committee of city finance of the board of directors of the — 
Cleveland Chamber of Commerce in its municipal] accounting report, 
No. 3, dated April 8, 1913, states as follows (page 6): 


There are no records showing the quantity of any article on hand in the 
various departments. This condition results in a duplication and unnecessary 
expenditures. In the Park Department it was found that in a number of 
instances oil and other material had been ordered in such quantities that 
they could not be consumed for years. 


The Chicago board of public efficiency found practices of split-— 
ting into $500 lots in order to avoid the necessity of open bidding. | 
In one transaction alone this practice cost the city $64,000. 

The New York Bureau of Municipal Research in its investi- 
gation of certain departments in the city of Milwaukee in April, 
1913, points out the absence of purchasing records, the lick of — 
standards and specifications and the abuse of the purchase in open ~ 
market in sums of Jess than $200 to avoid the issuing of contracts 

as provided by the city charter. 

A few years ago, a municipal survey was made of the operation — 
of the departments in a large city in this country, and among other st 
improvident purchases was that of a supply of pencils. The number rie rs 
purchased, I do not recall, but it was enough to last the city for a — id 
great many years. My impression is that the number purchased ity 
would have been sufficient to arm a large proportion of the Bul- _ 
garian army if those people could have been impressed with the — 4 
belief that the pencil, like the pen, is mightier than the sword. 

After Mr. Prendergast’s election as comptroller of the city of 
New York, he was told that a certain bureau having twenty-three 
employees needed thirty more men to do the increased work assigned 
to it. Investigation was made and it was found that it wastheduty _ 
of one man to post items from vouchers into a register or ledger. | 
These entries were made during the months of November and 
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December at the rate of one for every eight minutes. Dividing 
the number of entries by the number of entries one man could easily 
make, it was found that fourteen men could do twice as much work 
as the twenty-three men had been doing. 

The Chicago bureau of public efficiency in its pamphlet of 
July 9, 1914, pointed out that $500,000 in interest was being lost 
annually to that city, and that there was no public record of the 
bank deposit’s interest and earnings. 

The Bureau of Municipal Research further found with respect 
to the police pension fund in New York, that it exists only as a legal 
fiction; that the deficiency in cash requirements to meet its obliga- 
tions in 1912 amounted to $1,135,188, or 54.1 per cent of the total 
amount needed for payment of the pensions during that year. 

For years the city of New York has been financing asphalt 
pavements with fifty-year securities. It is obvious that this debt 
will remain in existence long after the property which it purchased 
has been worn out and replaced. 

The Bureau of Municipal Research in the city of New York 
in its investigation conducted in the city of Pittsburgh found that 
$240,000 of thirty-year bonds were issued for motor and fire depart- 
ment equipment. It is obvious that the life of motor and fire equip- 
ment ‘is not thirty years. Long-time bonds for such purposes could 
be defended if the necessary replacement of the property purchased 
and worn out before the bonds became due was made a charge 
upon current expenses—but that is not done—new bonds are issued 
for the necessary replacements. This is more pernicious than trying 
to maintain rates so as to earn upon watered stock. Commissions 
can control the latter but not the former. 

Rufus E. Miles, director of the Cincinnati bureau of efficiency, 
states that no attention was paid by city officials to efficiency, and 
points out one case where it was necessary to enjoin two contracts 
to save the city $30,000. This will be found in The Annals of the 
American Academy of May, 1912. 

The department of water supply, gas and electricity of the 
city of New York originally took (1913 report) 188 days to let a 
purchase contract. By careful planning this routine was reduced 
by 16 days, reducing the average time to 172 days. 

The loss in dollars due to inefficiency in municipal governments 
- may be approximately ascertained by reference to the Census Bulle- 
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tin of Financial Statistics of Cities with Populations of over 30,000. 
Those 199 cities paid out in 1913, $984,000,000. Of this amount 
approximately $564,000,000 were for ordinary operating expenses, 
$110,000,000 interest on indebtedness and $310,000,000 outlays for 
improvements. I believe that an examination of the per capita 
expenditures and the savings which have been reported as possible 
where investigations have been made, would show that in ordinary 
operating expenses these municipal governments are now wasting 
in excess of $300,000 per day. This does not attempt to account 
for the losses in depreciation due to unwise expenditures and the 
losses in interest which could have been saved had there not been 
a rapid piling up of the city debt. The inclusion of these items 
might reasonably bring the losses sustained in excess of half a — 
dollars per day. . 

In connection with this estimate, it may be interesting to recall ats ¥ 
the statement made before the Interstate Commerce Commission by _ 
one of the gentlemen who appeared before this conference, Mr. 
Louis Brandeis, that the railroads in the United States could save ~ 
a million dollars a day if they were scientifically managed. It was 
difficult to determine just how Mr. Brandeis reached this mouth- 
filling figure, but an examination of the book entitled Efficiency 
written by Mr. Harrington Emerson in 1909, may possibly throw Pm, 
some light upon his method. On page 16 of that book, Mr. Emerson =~ 
stated: 

“The total of the preventable material and labor waste and 
losses in American railroad operation and maintenance = et 
mates $300,000,000 per year.”’ 

Mr. Emerson’s statement was really an estimate—he gave ee 
few instances where economies could be practiced and then made — r 
the statement heretofore quoted. 

As there are about 300 working days in a year a simple arith 
metical calculation would enable us to reach Mr. Brandeis’ figure — 
of $1,000,000, a day. By this method employed by Mr. Boon q 
and adopted, apparently, by Mr. Brandeis, the estimates I a: ae 
given above would be very largely increased. a 

It is claimed that municipalities can raise moneys for public _ 
utilities at a less rate than can private corporations; that this can- | 56 é 
not be done where the plant alone is pledged would seem clear. It — ren : 
can only be done, if at all, where the 2. has a wide margin between 
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its existing indebtedness and its bond limit, and it will guarantee 
the bonds so that it will be obliged to make up any deficit occasioned 
by losses in operation by resorting to taxation, or where the securi- 
ties issued by the city are not subject to taxation. 

The city of Toronto had an illuminating experience with respect 
to the ability of a municipality to dispose of its securities for the 
municipal electric plant. In the report of the commission in charge 
of its municipal plant for the year 1914, the following appears: 


In the last annual report your commissioners expressed the opinion that 
with a continuation of satisfactory surpluses, a reduction of rates might 
possibly be effected during the year 1914. During the interval, however, 
three conditions have arisen not then contemplated which combine to defer _ 


for the time being any possible reduction of rates. In the first place, the 
interruptions of service on provincial hydro-electric lines which have since __ 
occurred, as already stated, established the necessity of providing a steam __ 


reserve plant, the heavy additional charges of which will constitute an addi- 
tional burden on the system not then contemplated or allowed for. In the — 
second place, it was not anticipated at that time that the enterprise would 

be loaded with the heavy additional burden since laid upon it by reason of 
the low prices at which the corporation of the city of Toronto found it neces- _ 
sary to sell the debentures authorized by the first two by-laws, the discounts 


paragraph hereof, to the sum of $893,100.56 or 18.4 of the face value of the 
issues, while the total flotation cost of the three issues amounts to $951,756. 56 
or 16.85 per cent of the face value thereof; that is a little over 20 per cent | j 
of the net proceeds; that is to say that each $100 of cash invested in the plant _ 
has cost, by reason of these heavy expenses, a little over $120. i: 


Commissioner Erickson of the Railroad Commission of Wiscon- 
sin in a paper recently read before the Michigan Electrical Associa- _ 
tion stated that when cities issued special improvement bonds which 
were secured only by the property affected or the income therefrom _ 
and were not made a charge against the city, that cities were re- 
quired to pay fully as much in interest as was paid by public 
utilities. 
It is also claimed that under municipal ownership the large 
salaries paid to corporate executive officers would be eliminated. — 
This is probably true; but I do not think that there is anything in 
connection with the operation of any utility by a municipality 
which would attract a $25,000 man so that he would accept a $5,000 
salary. In various countries, one of which I may cite is France, — 
while salaries were reduced, the number of officers had been increased. __ 
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. ‘ our government the tenure of official management is not secured 


to nothing. It is of no consequence to the public in fixing the rates 


a solely that but a fair return will be realized upon the money actually 


ment resulting from a new election. 


- municipality for more than two terms, and is it not probable, with 


_ edoperation of your board of directors—the members of your council 
_ —in order to be able to carry out any policy? Can you be certain 


Sixteen officers were required to do the executive work in one branch 
of a state operated railroad which had formerly been done by three 
and their salaries aggregated more than had been paid the three. 
The financial advantage of employing sixteen men at lower salaries 
where the aggregate salaries were largely in excess of the amount 
of the three, does not readily appear to me. 

It is further claimed that under private ownership the public 
is required to pay rates which will furnish an income upon watered 
stock. This is a favorite claim, but, with regulation, it amounts 


which the utility will be permitted to earn, whether it has stock 
outstanding aggregating $1,000 or $100,000,000. The rates are not 
fixed upon the amount of stock or bonds outstanding but are fixed 


used for the public service. 

There is an apparent belief that the successful operation of a 
public utility does not depend upon a continuity of management. 
Just what that is based upon, I have never been able to learn. Under 


for more than a brief period. A policy may be barely under way 
when it may be superseded by that advocated by a new manage- 


Can any of you gentlemen hope to remain at the head of your 


our ever-shifting political views, that you may not even enjoy a 
second term? Does the public care how well or how ill you conduct 
your office? Of course if you conduct it ill you are furnishing 
ammunition for the “outs” and you will be all the more certain of 
retirement at the end of a single term. Must you not have the 


of having it? 

What makes for efficiency in any service? Is it not a desire, 
with a reasonable hope of having that desire fulfilled, that one 
will secure advancement—a better position—will secure the job 
of the man higher up? What can-you do to reward any man 
in the public service whose efforts are such that he is entitled to 
advancement; can you do anything for him? Does the general 
public know whether he does well or ill? He cannot be expected 
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to do his work with as much earnestness as he would under a pri- — 
vate corporation where the success of his efforts could be rewarded, 
where he could be advanced by the executives of his company, and 
if they did not do so, where he would be in line for a better posi- 
tion with greater rewards with some other corporation. A man 
in the city’s service is interested largely in retaining his connection 
with the political elements which got him the place so that he may 
retain it or possibly be advanced. He knows that his advancement | 
cannot be as a reward of merit. 

Would those of you who favor municipal ownership of public util- 


ities invest, or direct the executors and trustees of your estate to _ ; 


invest, your savings in the securities of a municipally owned and 
operated utility when the payment of the interest and the return © 
of the principal would depend solely upon the successful operation _ 
of the utility. zn 

One of the speakers of last evening, the Honorable Mr. Maltbie, _ 
a member of the New York Public Utility Commission, said: 

Gentlemen, is it possible that we cannot be permitted to spend our money | 
as we see fit; is it possible that the members of any municipality will permit — 4 


such a condition i in which a public utility commission, or anybody else, should — 
say to us how we shall spend our money? 


I say no! Spend your money any way you want to, but don’t — 


operate a public utility and make up your deficit by taxation with- _ 
out saying so. Then we will have no quarrel with you, gentlemen, _ 
but don’t say you operate your utilities at a great profit and atlower 
rates than the public utilities privately managed in that or similar , , 


cities can or will do, unless you put in all the items. Don’t make 
up the deficit from taxation or from some other fund. 

Before I forget it, I wish to refer to a statement which was 
made by one of the speakers this morning concerning the wonderful 
result of municipal operation of street railroads in Glasgow and other _ 
foreign cities. He said you do not find any over-crowding. Why? | 


Because they will not allow the people to get on the cars when there — “ | 


are no seats. Will you stand it in your city? Will you help the 
railways to prevent over-crowding beyond comfort? You have prob-— 
ably heard that we have had a complaint of over-crowding on the 
street cars in the city of Milwaukee. We have it in every city. 
One of the railroad commissioners of the state of Wisconsin, told me 


he stood o on ots corner of one of the busy intersecting streets to observe 
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conditions for himself, so that he would not have to rely upon the 
reports of the company’s inspectors or would not have to rely upon 
the reports of his own inspectors, and there were two cars, within ten 
feet of each other, destined for the same place, the first one crowded, 
the second one with room in it. A man brushed by him to get on 
the crowded car and the commissioner said, ‘‘ Wait, take that other 
ear; it is going to the same place,” and the man said to him, “Get 
out of the way; I want this car.”” That is what the American man 
‘ a wants; he wants “this car” and he is going to have it. 
* Do you know why we have congestion in these American cities? 
3 It is due to the fact of the mistaken policy, I honestly believe, of the 
- eonstruction of high office buildings. Can you have, in any city, 
Office buildings within an area of less than a mile which contain 
 §,000, 6,000, 7,000 or 10,000 people, and have all of them present 
themselves for transportation within a short space of time without 
__ over-crowding the cars, and can your municipally operated railroads 
provide cars enough for them to take care of them without crowd- 
ing? You cannot put cars enough upon the rails. If you put 
them as close together as beads on a string and run them around 
in a circle, you cannot prevent over-crowding. 
; Mayor Mitchel (of New York City) spoke last night of the 
trouble they have with the traffic situation in the city of New 
33 York. Any system of transportation which is devised in New 
York City, or in any other city similarly situated, is inadequate 
before it is completed, due to the fact that the population increases 
_ and the congestion increases more rapidly than the transportation 
__ facilities can be provided. Look at the subway. They were going 
to take care of 400,000 people per day. That was going to solve 
their transportation problem. It seemed to be the millenium, as to 
_ transportation, but the subway was not completed before it was 
_ inadequate. They had to lengthen the platforms and lengthen the 
_ trains. They spent hundreds of thousands of dollars in order to 
_ take care of the people who presented themselves. That is the 
reason for over-crowding, and will always be so, whether munici- 
_ pally operated or privately operated. 
a Now, gentlemen, I do not think any of you will claim that the 
_ public utilities, privately owned, inspired the report of Mr. Mahone, 
recently published, he being the known representative of the labor 
unions, among the street railway employees. He has recently re- 
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turned from Europe, and I will read a portion of his report. 
It may be familiar to you, but perhaps if I read it, you may 
remember a little of it, and. it refers to the operation of the 
street railway in Glasgow, which the gentleman referred to this 
morning: 


Glasgow and suburbs have more than a million population, with 194 miles 

of street car tracks. Cities with one-fourth the population in this country 
have much more trackage. The fares on the Glasgow system vary from 
one cent to fourteen cents, according to distance. The average ride for one 
cent is 1.15 miles, and so on up to the fourteen-cent fare, when the average 
ride is 14.48 miles. Fares are collected on the zone system. When a passenger 
rides from one zone into another he pays an additional fare. Of a total 
of 336,654,624 cash fares realized by the Glasgow Corporation last year, 
211,462,484, or 62.81 per cent, represented one-cent fares. (Mahone Report.) 


Does that make for distribution? Does that make for health- 
ful, happy, moral living? It makes for congestion, gentlemen. The 
working man must live near his Fusiness if the fare which he must 
pay in order to ride from his Home to his place of work is fixed as 


in Glasgow. yw 


This is claimed to be proof that the public is enjoying cheap fares. This 
is not correct, for the Glasgow system, like all other European cities, in which 
the systems are municipal and private, does not issue transfers, and a pas- 
senger may ride on several lines to reach his destination and have to pay an 
additional fare on each. On every line he is a cash passenger, and helps to 
swell the total class of fare he happens to pay, so that the so-called cheap 
fare of Glasgow, as of Europe generally, is not so cheap when the small dis- 
tance it covers is considered, and certainly not cheap when compared with 
the buying power of the workers as reflected in the impossible wage they 
receive. (Mahone Report.) 


If the members of this conference really desire to save the 
public money, I think their attention should first be directed toward 
_- geeuring an efficient and economical management of the affairs 
which properly belong to the municipality. There is plenty of 
opportunity in that field, and when it can be shown that those 
affairs are efficiently and economically conducted it will be time 
enough to consider taking on the burden of operating public utilities. 

Everything which is claimed by the most earnest advocate of 
municipal ownership can be gained by private ownership under 
regulation. The gov ernment’ s duty is to govern and control and 
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not to serve. Nothing should be undertaken by the government 
which can properly be done by private persons. To do so puts 
the government in a position which it should not occupy, and removes 
from public endeavor some of the proper opportunities for gain 
and advancement. 

It is said that regulation is not efficient and that public utility 
owners advocate regulation because they fear municipal ownership. 
Those who say that regulation is unsatisfactory base it entirely, I 
believe, upon the fact that it is their view that regulation means 
a reduction in rates in every instance, and the placing of as many 
burdens upon the utilities as mortal man can conceive. And when 
an application for reduction in rates or an increase in service is 
made, and the imposition of any additional burden is refused by a 
commission—then it is claimed that the commission’s control is a 
failure. 

i As to the other claim that public utilities welcome regulation 
only because they fear municipal ownership, I have to say that 
my acquaintance with the managers of public utilities leads me to 
believe that their willingness to submit any differences they may 
have with the public to a commission for decision is not due to the 
existence of a fear of municipal ownership, but that it is due to the 
- fact that they are willing to have their differences decided by any 
_ impartial body removed from local influence. 
Some gentlemen, among whom I may mention Mr. J. Alden 
_ Smith, Dean of the Graduate School of the University of Wisconsin, 
Mr. Delos F. Wilcox of New York and Professor Pond in A Treatise 
on the Law of Public Utilities state that regulation is a failure and 
advocate municipal ownership. A reading of their articles shows 
that their belief that regulation is a failure is due to the fact that 


- municipalities do not secure all that they demand, and one of them 


advocates that regulation should be by the municipality. Those of us 


who have had experience with regulation by municipality know 


what that means. It means that every common council will, if 
it is within its power so to do, reduce rates charged by every utility 
_ within the corporate limits, and without any proper investigation 
being made. Ordinances increasing the service on any and all street 
railway lines in the city will be passed in the shortest space of time. 
_ Ordinances reducing telephone, electric and gas rates would be 
_ passed with the same facility and speed. Legislatures are prone 
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to that very practice. You are all familiar with the fact that not- 
_ withstanding that New York had a commission which had charge 
of railroad rates, the legislature passed an act reducing the pas- 
senger rates. This was so manifestly unfair that Governor Hughes 
vetoed the measure; but, unfortunately. we cannot always have a 
governor or other chief executive with that courage. 

In the state of Wisconsin, the railroad commission in response 
to a petition, investigated the question of the steam railroad pas- 
senger rates, and after careful investigation decided that two and 
one-half cents per mile was as low as they could be reasonably re- 

duced; but the legislature, without making the slightest investiga- 
tion and at the instance of a man who desired to make political 
capital for himself and his party, introduced a bill and passed it 
in record-breaking time, reducing the passenger rate to two cents. 
_ The people had the rate but the companies could not afford the 
service that had theretofore been given by them, and the public have 
_ been obliged to put up with less frequent service. 
“ ‘ Among the reasons against municipal ownership may be stated 
following: 
- 1. Public officials in charge will not have had the necessary 
and training. 
= 2. Extensions of service will be made for political reasons, often 
on _ into territory where the business would not afford a return upon 
even a fair proportion of the cost of the extension. 
3. Corruption will not be decreased but will be increased. 
: 4. Employees will not hold their places on merit but by favor 

_ and will have no incentive to improve. 

ne 5. Public service will be less even. The policy and plan of 
operation and extension of the utility will be changed with change 
oof administration. 
ae han 6. Politics will enter into every branch of the service to the 
detriment of the service. 
. 7. Taxes will have to be increased to make up the deficit caused 
by operation and to pay for costly mistakes. 

8. The individual employee will not have a reason for giving 
the best there is in him. He can gain nothing by increased effort 
or showing ingenuity. 

9. The public will gain nothing in service or rates and will 
mie 
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10. If a municipality once assumes such an undertaking it must 
- assume others. The history of other countries shows that it can- 
not stop. 

To have public utilities operated by municipalities is to destroy 
one of the greatest incentives which moves men to their highest 
endeavors and is the true source of all progress. Having under- 


shows that they cannot stop; that they must engage in other lines 
_ of endeavor. The government should confine itself to its true pur- 
_ poses, namely to control and regulate. It should not serve. The 
- hope and desire for gain—for material advantage—is what makes 
for all material progress; but for it we would still be ploughing with 
the stick, tracing our history upon a fragment of stone with the 
strong bone of some animal we had slain. America would not have 
been discovered and the people of the earth would be still stumbling 
along in the darkness of profound ignorance with no pride in the 
past and no hope for the future. 
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Hon. James M. Curtey, Mayor of Boston: 
I want to say that I do not subscribe to the proposition that 
it is an impossibility to secure the assistance of the substantial, 
hard-headed business men of any community in the matter of 
assisting in the proper, and honest, and economic administration 
Of public affairs. 
| I will admit, it is an almost impossible task to induce them to 
become candidates for office in our city government, but it has been 
possible for us in Boston to avail ourselves of their services in an 
advisory and supervisory capacity through the creation of an Indus- 
trial Bureau, whose existence is made possible by the private sub- 
scriptions of more than 300 of our leading successful business men. 
_ Those men have raised a fund of $70,000. They are financially, 
_ and they are personally, interested in an honest administration of 
public affairs, and through their instrumentality it has been possible 
in Boston for this year to secure the adoption of a gas street lighting 
- contract on a ten-year basis at a saving of $36,000 per annum to 
the city, and within the next thirty days an electric lighting con- 
tract will be signed which will mean a saving of $82,000 per annum, or 
a total of more than $1,180,000 on a ten-year street lighting contract. 
The real weakness of all municipal administration is the fact 
that there is no standard system to follow, and the establishment 
of municipal standards that may serve as a guide for proper munici- 
pal administration are just as necessary to publicly owned utilities 
as they are to the privately administered public service corporations 


Hon. Ottver P. NewMann, President Board of Commissioners, 
District of Columbia: 

ay 7 Mr. Chairman, Ladies and Gentlemen: I want to put the city 

F oi of Washington, the capital of the United States, in the federal 


for public ownership ‘of municipal utilities. 
The ong“ of the District of C olumbia consists of pit: 
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looking toward public ownership of local utilities. A great many 
of them, for a considerable part of that period, would not have 
broken their necks to have obtained effective regulation of local 
utilities. But a little over a year ago three commissioners of the 
District of Columbia were appointed, each one of whom believed 
positively in public ownership of municipal utilities, and each one 
of whom believed in the regulation of public utilities as a sort of 
necessary evil, which would lead to the ultimate proper solution 
of the question—public ownership. 

These commissioners are appointed by the President of the 
United States. I do not wish to commit the President of the United 
States to public ownership of local utilities, and I cannot do so; 
Ihave no authority todo so. ButI wish to leave with you the thought 
that the three gentlemen whom he selected for commissioners of 
the District of Columbia, for the work of conducting the govern- 
ment of the national capital, were municipal ownership men, and 
that did not deter him from appointing them. 

A great many people imagine that the District of Columbia, 
or the city of Washington, is a sort of a beautiful shell in which 
there are a number of amiable and lesiurely gentlemen who con- 


_ duct the affairs of the national government, in a more or less leisurely 


and pleasant way. But what they do not realize is that the city 


os af Washington is more than that. It is a community of 350,000 


_ people, with all the social and economic problems and difficulties, 


__ with the inspirations and hopes of any other community of 350,000 


people. 
We have not self-government there in the District of Columbia 


as you have, so I cannot positively say that the people of the Dis- 


trict believe in public ownership as the commissioners do, but I 


do go so far as to say that I believe a great majority of them believe 
in public ownership of local utilities, and that they desire the utilities 
of the District of Columbia to be municipalized. 

So much for the fact that the District government believes in 
_ the economic principle of public ownership. The situation, how- 
ever, is much better than that. We are going to get it in Wash- 


ington. Sitting behind me on this platform is a gentleman who 


is a member of the House of Representatives, representing the state 
of Ohio, a member of the committee on the District of Columbia 
of the House of Representatives, the Hon. Robert Crosser, and a 
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bill bearing his name and directing the commissioners of the District 
of Columbia to condemn and acquire the street railways of the 
District of Columbia, has been introduced by Mr. Crosser. 

Of course, anybody can introduce a bill, but this bill has been 
reported to the House of Representatives by the District Committee 
of the House of Representatives, with a strong report from that 
committee, advocating its passage, and is now upon the calendar 
of the House of Representatives, where it will be taken up this 
winter, and where Mr. Crosser believes it will receive favorable 
action. In other words, he believes and I believe that the House 
of Representatives is going to pass a bill this winter for the munici-— 
palization of the street railways of the national capital. _ a 
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- REMARKS OF HON. RUDOLPH BLANKENBURG 


Let me extend to you, who have come from a distance, on 
behalf of the city of Philadelphia, our appreciation and sincere 
thanks for your presence at this important conference. We feel 
that the conference has been a great success and will lead to grati- 
fying results not only in bringing about a better understanding 
between municipalities and public service corporations, but also 
because we, individually, have been brought into closer touch with 
one another. 

I now take great pleasure in introducing to you the presiding 
officer of this meeting, who for seventeen years was a member of 
the Interstate Commerce Commission, and is now the director of 
valuation of that commission—Judge Prouty of Washington. 


Hon. Cuartes A. Prourty, Director of Bureau of Valuations, Inter- 

state Commerce Commission, Washington, D. C.: 

You gentlemen represent the dwellers in cities, but you have 
called to preside over your deliberations for this hour a country 
man. Not only are my inclinations toward the fields but I am a 
_ practical tiller of the soil. A hoe handle is dearer to me than a golf 


_ stick, and no perfume is so sweet as that of the growing grass and 
_ the fresh-turned earth of springtime. 


Nevertheless, I must admit that the activities of today are 
largely confined to the town. Our cities are the suns of the intel- 
lectual, the commercial, of even the moral sphere whose rays pene- 
trate and enliven the country. We have our problems in the country, 
one of which is to feed you gentlemen of the cities, to do which, 
according to my mathematics, we must double the yield per acre 


_ of our farms in the next half century. We have other problems of 
- importance, but I must still admit that it is in the city where the 
evils congregate, where poverty is the most biting, where compe- 


tition of all kinds is the fiercest, where land and everything which 
goes with it, sunshine and pure air and a comfortable dwelling place, 


7 are forced to extravagant prices by the congestion of population, 
_ that the problems are the most difficult and the most pressing. 
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One of the gravest of these problems is that presented by the 
public utility. It has come to be admitted, although not until 
after much experimentation and much discussion, that certain things 
—water, gas, electricity, transportation from point to point within 
the municipality—are of such controlling importance that it is the 
duty of a municipality to see to it that they are furnished in a proper 
way, of a proper kind, and for a proper price. That is the utility 
problem. 

Nothing has contributed so much in the past to the difficulty 
of a proper solution of that problem as the want of some consistent 
- and comprehensive plan. If you will look over the history of any 
city in the United States of considerable size and trace the record 
of its utility efforts, you will find that large sums of money have 
been squandered because there was no comprehensive idea of what 
should be done or how it could best be done in that direction. 

It is not my duty to participate in the discussion; I am here 
simply to preside; so to speak, to direct. 

Before we enter upon that subject, however, we are to hear 
from two gentlemen who should have spoken this forenoon but 
_ who are of the left-over class. The first of these is Mr. M. N. Baker, 
editor of the Engineering News, of New York City, and the second 
is Hon. Robert Crosser, United States Congressman from Ohio. 
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MUNICIPAL OWNERSHIP AND OPERATION OF 
WATER WORKS 


By M. N. Baker, 
Editor of Engineering News, New York City. 


The rapid growth both in the number of water-works and in 
the percentage of those works under municipal ownership was one 
of the marvels of the nineteenth century. The century opened with 
sixteen works in the United States, only one of which was munici- 
pally owned. It closed with perhaps 3,500 works, more than half 
of which were under public ownership and 200 of which had changed 
from private to municipal ownership. No statistics of ownership 
for the whole United States have appeared since The Manual of 
American Water Works for 1897, but it is known that changes from 
private to public ownership have gone on at a rapid pace in the last 
seventeen years and it is believed that of the hundreds of new works 
built in that period the greater part are now owned by the city 
which they supply. 

All of the major cities of the United States own their water- 
works until San Francisco is reached. Going over the whole list 
of cities which the census bureau estimates as having a population 
of 30,000 and upwards it appears that in round numbers there are 
150 municipal to 50 private plants, or 3 public to 1 private. If 
total populations supplied were considered, the preponderance of 
municipal ownership would be still greater. 

Competing water companies have been few. Competing mu- 
nicipal and private works have been fewer still and such competition 
ends, sooner or later, with the city in full possession of the field. 

_ The reason for this lack of competition is that the water-supply 
- service is one of the most complete natural monopolies in existence. 
r This natural monopoly feature and the close and vital rela- 
_ tionship of public water-supplies to the health of water consumers 
and to the safety of both life and property from fire, go far toward 
explaining the rapid growth of municipal ownership of water-works 
and the persistent demand for a change from private to public 
ownership where the former prevails. It does not follow, however, 
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that every city still under private ownership is in duty bound to 
acquire works of its own without delay. A variety of local condi- 
_ tions may determine the wisdom of continued private ownership 
for a few or even for many years. Good service under private 
- ownership is increasingly possible each year, because the newer 
_ water-works franchises and contracts are more definite and fairer 
3 ) to each side than the older ones and because of the growing preva- 
en, lence of state utility regulation. Nevertheless, no matter how far 
A in the future matters of local expediency may throw municipal 
ee to ownership it may well be the ultimate goal of every city, town and 
village that has not yet attained it. 
Notwithstanding all that has been said and so well said in favor 
_ Of home rule I still believe, as I have long believed, that municipal 
as well as private water-works should be subject to state regulation. 
Even if in no other respect there must be state regulation of the 
purity of the supply. This principle was recognized and put into 
effect in a number of states before state regulation of utility rates 
_ was thought of. Until recently state regulation of the sanitary 
: - of water-supplies was always vested in state boards of health 
- and with one or two partial exceptions this is still true. 
; The case for state control of the purity of water-supplies rests 
upon the fact that public health is a matter of state and national 
concern and cannot safely be left to local control. A city with a 
polluted water-supply does not stop with causing a high local typhoid 
rate—though this, in itself, is a proper matter for state interference. 
Such a city contributes in numberless ways to the spread of typhoid 
throughout the whole state and over the whole country. 
; Besides the question of purity, state control of water-supplies, 
-_ of ownership, is demanded to settle rival claims for sources 


of supply which two or a half dozen cities may wish to draw upon. 
This matter is now being controlled by state boards of health in 
some states and by state water or state conservation commissions 
in others, but not often, if at all, by state utility commissions. 

If time permitted I should like to present in detail the argument 
for state control of water-works accounts and reports of physical 
data. Where such control is now exercised it is vested sometimes 
in a state board or commissioner or auditor of municipal accounts 
and sometimes in a state utility commission. 

Coming to another phase of the subject, I believe that it would 
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be salutary if there were some measure of state control over the way 
in which a city raises its money to defray the cost of its utility service. 
In the case of water-works, in particular, rank injustice now prevails 
- jn the distribution of the cost of the service between the private 
consumer and the city at large. I believe the Wisconsin commission 
has taken a long step in the right direction in compelling some cities 
to raise by taxation an adequate sum to pay for fire protection and 
other public services instead of saddling this charge upon the pri- 
- yate consumer. The whole water-works fraternity of the country 
has for years urged that the taxpayer and not the private water 
consumer should meet the cost of fire protection, street watering, 
_ sewer flushing and the water-supply to public buildings. 

Possibly some of you may have observed that such instances 
of state regulation of water-works as I have specified are vested in 
four independent commissions: (1) health; (2) water-supply or con- 
servation; (3) utility; (4) accounting or auditing—and there may 
be still others. Some of these commissions have overlapping juris- 

_ dietions. Strongly as I believe in state administrative control of 

municipal affairs I do not wonder that there are complaints of over- 

regulation when there are so many municipal masters—although 

; - even a multiplicity of state administrative boards is infinitely better 

than the old-time state legislative interference which these boards 
are lessening. 

ede Distasteful as any sort of state control may seem to some, can- 

- not we all agree upon the desirability of placing all such control as 

_ may from time to time exist under one instead of many commissions 

—a single state board of municipal control, under which there would 

be a bureau for each branch of the municipal service subject to state 

_ Supervision, the whole working in harmony and so centralized in 

or: administration as to give one instead of many municipal masters? 
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ul whe WHY I BELIEVE IN MUNICIPAL OWNERSHIP 
By Rosert Crosser, 


United States Congressman from Ohio, Member of Committee on the 
District of Columbia. 


Mr. Chairman, Ladies and Gentlemen: Perhaps I would have 
hesitated about speaking had not Mayor Blankenburg made my 
task somewhat easy by requesting me to make an address upon the 
subject “Why I Believe in Municipal Ownership.” Certainly any- 
one should be able to give the reasons why he believes in a propo- 
sition himself, whether or not the reasons may seem sufficient to 
others. 

.¢ People engage in business for the purpose of satisfying their 
desires, and the natural law which prompts one to serve his own 
interests primarily, invariably is operative in the conduct of any 
business. This human tendency, if unrestrained, would cause those 
engaged in vending any sort of merchandise or service, to demand 
all that the person desiring the merchandise or service would be 
willing or able to give for it. It so happens, however, that in all 
_ ordinary lines of business, we have a great many persons who are 
able to supply the same kind of merchandise or render the same 
service, and as each is anxious to do the business, that is, make the 
sale or render the service for profit, this rivalry or competition re- 
duces the price of the merchandise or service in question as far as 
possible and still yields a reasonable profit. Where, however, any 
service must necessarily and properly be performed by an agency 
enjoying the sole right to serve the public generally, the natural 
law involved in competition can, of course, play no part. Public 
utility service, so-called, should be rendered by an agency enjoying 
a monopoly of the right to render such service, and this is generally 
_ the case. The question then arises, whether this monopoly right 
should be exercised by private individuals or institutions, or by 
public agencies. 
"4 Now it is conceded that the prime, and really the only motive 
in private enterprise, is profit. The greater the profit the more 
successful is the business from the standpoint of the person or persons 
__ who own the business. The greatest profit is derived by exacting 
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the highest price which the person desiring service or merchandise 
is willing to pay in order to get it, or by giving as little service or 
goods as possible for what the buyer can pay, which amounts to 
the same thing. That is the natural tendency of the private indi- 
vidual or individuals enjoying the sole right to supply any public 
service, unless there is some check. 

Of course, from the very beginning the private owners of public 
utilities have been subjected to certain restrictions as to the price 
to be charged the consumer, the manner in which the service should 
be extended, etc. It was self-evident that some such conditions 
should be imposed upon the private owners, since otherwise, as I 
have already stated, they would practice extortion, render inferior 
and inadequate service, etc. The natural desire to serve their own 
interests, however, by procuring the greatest profit possible, in the 
very beginning caused, and still causes, those desiring the exclusive 
privilege of operating a public utility, to employ every means for 
the purpose of inducing the municipal authorities to grant the privi- 
lege in question upon terms as favorable as possible to parties desir- 
ing the right to operate the public utility. The municipal authori- 
ties, however, unless subjected to some particular influence which 
would induce them to do otherwise, naturally would be disposed 
to see that the public were fully protected. The persons desiring 
the particular privilege in question, therefore, begin to devise ways 
and means of influencing the municipal authorities to grant the 


privilege of supplying the service upon terms satisfactory to the 


persons seeking the exclusive privilege in question. 

The most obvious method, and the one generally employed in 
the early history of the public utility, is to offer some sort of a reward 
to the officials having authority to grant the private person or com- 
pany the privilege desired by them. Almost every important city 
in the United States has had its experience with this sort of corrup- 
tion of its public officials. 

In his book entitled Facts and Opinions, ex-Mayor Hazen 8. 


a Pingree, of Detroit, says that the Citizens Railway Company of 
that city “literally owns the council, body and soul.” He states 


_ that it would pay $3,000 for a member of the city council and 
actually offered to buy the mayor of the city for $75,000. 
In New York City the Broadway Surface franchise was secured 
__ by influencing the councilmen in the manner referred to, and those 
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councilmen rejected the offer of the Cable Railway Company to 
pay the city of New York a bonus of $1,000,000, but the aldermen, 
in order to enrich themselves, refused to grant the franchise to the 
Cable Company, although it would have meant a million dollars 
to the taxpayers of New York City. Upon investigation it was 
shown that the aldermen were given $20,000 apiece, and that the 
total expense of this nature to the Railway Company was $500,000. 
These we find to be the facts in the report of commissioners of rail- 
roads relative to the Broadway Surface Railroad Company, as set 
forth in New York senate document No. 79, in the year 1888. 

We all remember the San Francisco scandal, which resulted 
in a number of prominent men being indicted and some convicted. 

Sometimes, however, public officials are found who cannot be 

tempted by the offer of any reward, and in such cases it is frequently 
found that the persons striving to procure the so-called franchise 
or similar privilege, undertake the intimidation of the official or 
officials who have manfully refused their bribes. 
But it is unnecessary, in the short time at my disposal, to dis- 
cuss all of the different methods employed to accomplish the one 
purpose, viz., the procuring of the monopoly privilege on terms which 
are satisfactory to those seeking such privilege. Even after they 
have procured the right in question, the tendency is to operate their 
plant in such a manner as proves unsatisfactory to the public gen- 
erally. In order to increase their profits, they naturally try to 
minimize the expense of operation as much as possible, and this 
means deterioriation in service. 

It is a common saying among street railway managers, for 
example, that “strap-hangers make dividends.” Schedules are re- 
duced in order to reduce the expense. The wages of employees 
are kept down as much as possible so as to leave as great a profit 
in the hands of the company as possible. These are a few of the 
evils resulting from private ownership and operation of public utili- 
ties. There is, however, one other objection which I have not 
mentioned, but which seems to me to be one of the most serious of 
all. 
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It will be conceded by all that most persons want men in public 
office who hold views similar to their own, and who will conduct 
themselves in their official capacity in such a manner as will promote 
their interests. This fact causes men who must procure special 
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privileges in order to conduct their business, as is the case with 
every public utility, to exercise their influence and exert themselves 
toward the election or appointment to public office of men who will 
be favorably disposed to the interests of those who must have 
special privileges. Men of this type, elected or appointed to public 
office, will, of course, feel inclined to pay the obligation which they 
feel they owe to those who interested themselves in their election 
or appointment. Now, men who can be relied upon to do the bid- 
ding of any special interest, either because they owe their election 
or appointment to the influence of that interest, or because of some 
reward offered for compliance with the request of such interests, 
are certainly not men of strong moral fibre, but, on the contrary, 
are generally weak and inefficient. As a result we have not only 
maladministration by such officers as to the public utilities, the 
owners of which have befriended them, but also an inefficient admin- 
istration in regard to all other matters, for men who are weak enough 
to be controlled by such special interests, have not the force and 
sense of justice which would qualify them to administer the ordinary 
affairs of government impartially and efficiently. Men who are 
weak enough to bargain away the people’s rights for political sup- 
port received before election, or for material reward offered after 
election or appointment, are not the kind of men who have the 
clear vision and the high ideals necessary to enable them to perform 
_ the dutiesof public office in the proper manner. 

While those persons having an interest in privately owned pub- 
lic utilities have no desire to have a bad police system, or inefficient 
school system, or a bad administration in any of the ordinary lines 
of municipal activities, and may, in fact, be trying hard to “clean 
up the city government,” as they call it, in these respects, and to 
give us what they delight to call a “business administration,” never- 
theless, insofar as they may find it necessary for their own interests, 
to put weak and pliable men into public office, just so far have they 
been the cause of the inefficient government in all of the other 
Tespects mentioned. 

But the evils of private ownership have, for several years now, 
been generally acknowledged, even by the more intelligent men 
_ directly interested in privately owned public utilities. They realize 


_ the force of the objections and the arguments made against the 


F institutions with which they are identified, and, in order to postpone 
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the day of reckoning as far as possible, they are now constantly 
urging regulation as the proper remedy for the evils which invari- 
ably accompany private ownership. It is somewhat amusing to 
note how eager and vociferous are the demands of those private 
owners for regulation. It seems to be assumed by them that regu- 
lation was never attempted by public authority during the early 
history of public utilities, whereas, the fact is that from the very 
beginning they have been subject to certain legal restrictions. The 
terms of the franchise, the traffic regulations, etc., were all efforts 
at regulation. What is really desired and proposed by these private 
concerns, is simply a little different form of regulation. They would 
have the regulating authority transferred from the city council, 
or similar authority, to some state board. In fact, Mr. Rosecrantz, 
general counsel for the public utilities companies of Milwaukee, 
frankly says that he objects to regulation by local authority. 

We all know that city councils have now become much more 
sensitive to the people’s will, and that the people of the cities are 
beginning to understand very thoroughly their rights in regard to 
public utilities. It is, therefore, natural that those who are so loudly 
clamoring to be regulated, want the regulating authority as far 
away from the seat of war as possible, and desire a board whose 
authority is not derived from the people who must deal with the 
privately owned utility. 

Practically every objection which has been shown to apply to 
_ private ownership and operation of street railways under the fran- 
 ehise plan of controlling the privately owned utility, applies to the 
later method of regulation. It is just as natural for those who 
- must use the public property to conduct their business, to make 
every effort possible to prevent the new kind of regulation from 
_ diminishing their profits as it was under the old system of regulation. 
_ They are just as anxious to have members of public utility commis- 
sions appointed or elected who are satisfactory to them and to their 
interests as they were in the old days to have councilmen or alder- 
men who were satisfactory to them. They want men who can be 
relied upon to regulate them in the way they want to be regulated. 
In short, we cannot change human nature by changing the name 
4 of the regulating authority. 
er This is not all theory either. The history of regulation has 
been marked by constant resistance against every important order 
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or measure made for the purpose of accomplishing anything sub- 
stantial in the way of control. The Cullom Act, which was enacted 
in 1887 for the purpose of regulating interstate commerce, was fol- 
lowed by the Spokane case, which was decided by the Interstate 
Commerce Commission in favor of the city of Spokane. Immediately 
the case was taken into the courts, where it remained for a long time, 
the fourth section of the law being finally declared unconstitutional. 
The Dolliver-Hepburn Act was then passed in 1906, to meet the 
objection which the court found in the Cullom Act. The city of 
Spokane filed another case similar to the one first mentioned, but 
the main question was not finally decided until after the lapse of 
seven or eight years. 

It is claimed by the defenders of private ownership of public 
utilities, that while the private companies have sinned in the past, 
and have been guilty of the wrongs to which I have already referred, 
they now have reformed and are conducting themselves as good 
people should do; in short, that they have practically forgotten self 

Re interest and are simply interesting themselves in the public weal. 
as It is not necessary to look very far for glaring proof to the contrary. 
, A little over a year ago the railroad commission of San Francisco 
in passing upon the application of the United Railroads of San 
Francisco for permission to issue $2,350,000 five-year notes for the 
purpose of paying off certain of its bonds, found that the United 
es Railroads had exchanged with its owners its own promises to pay 
and set them up as investments. Such conduct is the natural result 
which we might expect when the chief motive which actuates the 
sole agency supplying any public service, is profit. Regulation may, 
and no doubt does, prevent the evils to which we have referred 
from going to the extremes that otherwise would be the case, but 
the theory of regulation is not sound. It is never a really effective 
_ method of procuring the desired results, and is not at all permanent. 
_ It is an unsound philosophy, which insists upon the maintaining of 
conditions which naturally induce human nature to go wrong when 
it comes in contact with them. If we make it to the material advan- 
_ tage of men to veer from the path of justice, the likelihood is that 
they will commit injustices. A man may be willing to sit up all 
night for two or three nights to guard his home against a burglar 
_ whom he knows to be at large in the community, but after awhile 
~ he will get tired of doing this and will endeavor to have the burglar 


~ q 
287 
ms 
—— | 
| 
— 
ni 
: 
La 4 we 


=f 


288 THE ANNALS OF THE AMERICAN ACADEMY 4 


locked up instead, so that he can go to bed and have a good night’s 
sleep. So it is with the public in regard to private individuals who 
are seeking a monopoly of the right to provide a certain public 
service. The public may, through utilities commissions, ete., watch 
them and regulate them for awhile, but ultimately it will be found 
a much better way to quit the task of watching lest some private 
individual should rob the community of its property, and, instead, 
arrange to serve itself and shut the door against those who may be 
tempted to secure unfair advantage over the public. 

Even assuming that regulation should succeed pretty well in 
the beginning, because of an aroused public interest, the tendency 
would be to lapse into the old habits. The tendency is for the mind 
to tire of constant watching and relax its vigilance, and so it is with 
the composite mind of the public. It becomes weary of the task 
at times, and relaxes its attention, but the persons who are either 
seeking the private ownership of new public utilities, or more favor- 
able conditions in regard to those already established, have a strong 
motive for urging their demands, and then conditions are established 
from which it may be impossible for the public to be freed for a 
long period of time. 

I believe that municipal ownership and operation of public 
utilities is the real solution to the problem. Under this plan profit 
is not the prime incentive, as in the case of private ownership. The 
object of a municipality is to render the best possible service at the 
lowest price which will enable it to pay expenses. There are no 
privileges to be sought by a municipality, and hence no temptation 
to bribe or pay anyone for privileges. The public officials charged 
with the duty of operating any utility, as they reduce the cost 
and increase the quality of the service, will accordingly please their 
employer, namely, the people. 

The motive of such official is to procure the approbation of the 
general public, and this is possible only by serving the best interests 
of the public. According to his success will be his reputation, the 
certainty of employment, and the increase of his compensation 
toward the maximum for the kind of employment in which he is 
engaged. 

There is really but one argument of any consequence ever made 
- against municipal ownership, and that is the fact that the persons 
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4 io building a political machine. It is true, of course, that under 

| 4 any popular government, the public servant, as well as the private 
citizen, can exercise his influence to make the government reflect 
his will as much as possible. The only question, therefore, is whether 
the system of private ownership or public ownership gives the public 
utility employee the greater advantage over the ordinary citizen. 
Certainly under the system of private ownership, the employee of 
the public utility exerts his influence in favor of his employer in 
any dispute which it may have with the public. Of course, where 
the dispute concerns the terms of employment of the employee, he 
naturally opposes the company. This was the experience in the 
city of Cleveland during the street railway controversy between 
1901 and 1908. Employees of the old street railway almost unani- 
mously supported the contentions of the company at every election 
and opposed Mayor Johnson. But, in addition to this fact, we must 
remember that there were at least as many stockholders as em- 
___ ployees, who were also straining every nerve to procure that for 
ge which the company was fighting. Now, under municipal ownership, 
H a - we would have about the same number of employees, and we may 
assume that they would also be politically active in behalf of those 
who had employed them, but we do not have the large number of 
stockholders working in conjunction with the employees. Every 
citizen is a stockholder in the municipally owned utility, and his 
interests are in common with every other citizen, so that the public 
advantage is his advantage. It is claimed, however, that because 
of the desire to build a machine and perpetuate themselves in office, 
those having the authority to employ the operatives of public utili- 
ties would select men who are not qualified to perform the duties 
incident to the position given them, but rather would employ men 
because of their superior political influence and their ability to 
control this ward or that precinct. This argument ignores entirely 
the element of public sentiment. Since we have popular govern- 
ment, those entrusted with the management of publicly owned 
utilities would be under the necessity of pleasing their employer, 
the public, if they desired the success which most public officials do 
desire, viz., the satisfying of the public demand. If such public 
officials should appoint a lot of incompetents to operate the utility, 
the service would necessarily be very unsatisfactory and would meet 
with severe condemnation from the public. This would certainly 


| 
| 
| 
| 
uly 
ae 
4 
— 
ire 
‘ar 
4 
7 
4 


Tue ANNALS OF THE AMBRICAN ACADEMY 


be injurious to the official entrusted with the management of the 
utility, and probably would mean his removal from office. It would 
seem, therefore, that intelligent selfishness would cause him to select 
the best men obtainable to operate the utility, for the success of 
which he would be responsible. 

But, as a matter of fact, have we heard of anyone making a 
political machine of the police force, or the fire department? 

One fact has been entirely overlooked by those who are so 
much concerned about the political machine which would be formed 
from the utility employes, and that is that we would then have 
abolished the privilege-seeking horde. We would no longer have 
to sit up nights watching lest they might swindle the public out of 
its rights, and, consequently, the people, having rid themselves of 
that task, would be free to watch more closely the conduct of its 
public officials, and see that they discharged their duties in an effi- 
cient manner. There being then no franchise scandals possible, the 
newspapers would devote themselves to criticism of public officials 
as to the discharge of their duties as managers of the publicly owned 
utility, as well as in other official capacities, all of which would make 
it very difficult, if not disastrous, for the managers of publicly owned 
utilities, to employ men regardless of their ability and training. 

I believe therefore, that, upon principle, municipal ownership 
of public utilities is absolutely sound. 

Many who agree with us, however, in our reasoning as applied 
to a particular public utility find considerable difficulty in making 
a general application of the principle of municipal ownership of 
public utilities. The opposition insists that the logical conclusion 
of our argument is that we must have municipal ownership of 
bakeshops, grocery stores, etc. That, of course, does not follow. 
The true test is this: if it is necessary that the agency rendering 
any service to the public must have a monopoly of the right to 
render such service and the streets or other public property must 
be used in doing so, then that agency should be the governmental 
authority itself. 

Before closing, I wish to call attention to the fact that the 
experience in Great Britain substantiates the claims which I have 
made. In 1906 the National Civic Federation created a committee 
for the investigation of municipal ownership of public utilities. This 
committee selected five cities, consisting of Glasgow, Leeds, Liver- 
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pool, Sheffield and Manchester, which originally had privately owned 
street railways, but which later municipalized the street railway 
systems. The committee determined the percentage of increase of 
extensions of the railway systems during the entire period of private 
ownership, and also the percentage of increase for a like number of 
years after the date of municipalization, and it was found that the 
annual average increase during the period of company operation 
was 1.2 per cent, while the average annual increase during the 
period of city operation was 15.8 per cent. The committee 
also calculated the percentage of increase of extensions of street 
railways in five cities where private ownership had continued to 
the date of collecting the data, using the dates of municipalization 
of the first five cities as a dividing date for the five cities where 
private ownership continued to the date of collecting the data. It 
was found that the average annual increase of extensions before the 
dividing date was 4 per cent, and that the average annual increase 
after the dividing date was 5.5 per cent, a difference of only 1.5 
per cent. Compare this with the first five cities referred to, which 
showed an annual average increase of 15.8 per cent under municipal 
operation as against 1.2 per cent under private operation. 

Data were collected in regard to the reduction of fares in both 
of these groups of cities for the same periods. During the private 
ownership and operation of the street railways in the first group, 
consisting of Glasgow, Leeds, Liverpool, Sheffield and Manchester, 
the average annual reduction was 0.5 per cent, while during the 
period of municipal ownership and operation in the same five cities, 
the annual reduction was 3.21 per cent, or more than six times 
the reduction made during private operation. In the group of six 
cities consisting of Dublin, Edinburgh, Bristol, Belfast, London and 
Norwich, which had private ownership until the date of procuring 
the data, we find very different results. The committee divided 
the period of private operation into two parts, using the dates of 
municipalization of the first five as the dates for division of the 
companies’ experience in the latter six cities. During the first 
period, the average annual reduction was 2.46 per cent, while during 
the second period, the average annual reduction was only 0.61 per 
cent. It will thus be seen that the per cent of reduction decreased 
during the latter part of the company operation, whereas, in the 
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first five cities mentioned, in the period of municipalization it in- 
creased more than six times. 

The evidence produced before the committee also indicated that 
the condition of labor had very much improved during the period 
of municipal ownership and operation, and this is but natural. Since 
the public generally consists of persons who must earn their living, 
they are disposed to be fair with those employed by the city. During 
the period of rapid municipalization in Great Britain, the reduction 
in the hours of street railway employees amounted to about 48 
per cent, while the increase in wages at the same time amounted 
to about 42 per cent. Mr. W. L. Magdon, manager of the Brush 
Electrical Engineering Company, of Great Britain, who appeared 
before the National Civic Federation Committee in opposition to 
municipal ownership, said: 


It is beginning to be felt by those engaged in private enterprises that 
any industry in which the municipalities become established, is a very good 
one for the private trader to be out of. It is a rather serious but sincere 
statement. We find in tramway work, they establish labor conditions which 
sooner or later become imposed by pressure on private undertakings, and 
these are so onerous as to seriously handicap the private enterprise. 


In testifying before the Civic Federation Committee, Mr. T. M. 
Wood, of the London County Council, concluded by saying: ‘“‘We 
regard it as a great advantage to work the men humanely—quite 
as great an advantage as 1 per cent more profit.” 

In conclusion I wish to re-state briefly, the advantages which 
I think will result from municipal ownership and operation of public 
utilities. First, a reduction in the charges made for the service 
rendered; second, an improvement of the service; third, an improve- 
ment in the conditions of labor; fourth, and most important of all 
in my opinion, the fact that, with the establishment of ownership 
and operation of all public utilities the city governments would be 
free from the influence of those seeking the right, upon most favor- 
able terms, to privately own and operate public utilities. This 
would give the cities of this country a chance to grow and to develop 
governments, the privilege of serving in which the most prominent 
and capable citizens would seek. \ 
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THE UTILITIES BUREAU 


By Fe.rx FRANKFURTER, 


Law School, Harvard University. 


Mr. Chairman and Gentlemen: I have been asked to elaborate 
the obvious. There is one factor in all this problem that we can all 
agree upon, and it is a vital one frequently overlooked. It is just 
this: that there is not an identity of interest between the utilities 
and the community which the utility serves. The interests are 
conflicting, not identical; there is, however, a need of composing 
or adjusting these different interests. From that follow several 
necessary implications. The way to compose different interests, the 
way to reconcile conflicting interests, is, according to the theory of 
Anglo-Saxon law, a balanced representation of those interests. 

In order to have a balanced representation there must be full 
possession of the facts on each side necesssary to the decision of 
each case. Up to date, gentlemen, the opposing interests have not 
been well balanced. There is concentration of ability on one side 
but lack of concentration of ability on the other. Concentration 
of ability and intelligence on the part of the utilities, but lack of 
concentration of ability on the part of the community. The reason 
is plain. The jurisdiction of our municipalities must stop at the 
limits of the city line. The interests of the municipalities, however, 
extend beyond the city line. There must therefore be devised some 
machinery outside of the local structure to meet that gap between 
need and power. Recognizing that difficulty, Mayor Blankenburg 
and his associates have proposed and suggested the formation of 
the Utilities Bureau. The Bureau thus suggested is to serve as 
a way out of the difficulties in which several municipalities find 
themselves today. I will take a few of the many examples. The 
city of New York is about to attempt to secure a reduction in the 
telephone’ charges in the city of New York. The telephone com- 
pany has been through that conflict in other cities, and is well 
equipped with the results of such litigation as to costs and valua- 
tion, while the city of New York has not those facts. In order to 
get them, it must spend an amount of money and time out of all 
proportion to the need of the situation. 
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The city of Boston is recontracting its relation with the Edison 
Electric Company. There is a stall, there is a block, in the whole 
situation, because the company insists upon a price of $87.50 per 
light a year, and the Mayor of Boston thinks that is fair, but sev- 
eral city associations and organizations insist, and Mr. Cooke, Di- 
rector of Public Works of the city of Philadelphia agrees with them, 
that the necessary light shall be secured at a maximum of $70 a 
year. Isn’t it absurd to think that the Mayor of Boston should 
be in a conflict with the Director of Public Works of Philadelphia, 
as to the present-day fair value for electric light per year? Surely 
these are facts that are demonstrable in this stage of the art, upon 
authoritative finding of an authoritative body. 

Therefore the function of the Utilities Bureau in the first place 
is to get the facts, in the second place to spread the facts, and in 
the third place to use these facts to further efforts of the various 
municipalities, in fights that occur from time to time, either in 
securing necessary legislation, or in securing necessary regulation. 
In other words, the Utilities Bureau is a device, a modern device, 
of administration to meet a very practical situation. It is a device 
to use organized intelligence in the management of one of the most 
important oases of city affairs. As such I commend it to you. 
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REPORT OF THE COMMITTEE ON RECOMMENDATIONS 


_ We congratulate the cities and people of America upon the 
candor and fearlessness with which their representatives have in 
this Conference faced the problem of the relation of the public to 
public utilities. The Conference has been helpful in its interchange 
of opinion and experience, and especially in its development of the 
idea of the community of interest among the cities. With that 
made plain, we can now proceed with a program of inter-city help- 
fulness which must be the permanent outcome for good from the 
Conference. 

recommend: 
4 That no general conclusion be formulated upon the abstract 

question of municipal ownership, but rather we express our judg- 
ment to be that municipalities should be given, in all instances, the 
power to municipalize public utilities, the expediency of its exercise 
being at any time and place, and with regard to any particular 
utility, a matter for local determination. 

That we make no general determination as between State Board 
and Local or Home-rule regulation of public service corporations; 
that we do, however, declare that the franchise-making power should 
in all cases be local; that municipally owned utilities should be 
subject to local control only; that in large cities local regulation is 
plainly to be preferred; and that, in all cases, the principles of home- 
rule should be preserved by at least leaving it to the people of a 
city, of whatever size, to determine whether they desire to act for 
themselves or to call in a State Board, if one exists, either to regu- 
late or to aid the local authorities in regulating privately owned 
local utilities. 

That we endorse the idea of the establishment of the Utilities 
Bureau, as a nation-wide inter-city agency for bringing the com- 
bined ability and experience of all our cities to the service of each 
city which may face a public utility problem. Through it, we meet 
the combination of private interests with a combination of public 
interests, and to the specialized experts which private interests thus 


mass in defence of one another, we oppose the skill, experience, and 


resources of the united cities of the country. 


295 


if 
if 
i | 
o> 
4 Ts 


7s Hon. Newton D. Baker, Mayor of Cleveland, Chairman. 
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We recommend: 
e That the trustees of the Utilities Bureau proceed to its further 
- organization, outlining a plan by which its support may be assured 
and its services made available. In this connection, we suggest, 
for the consideration of the trustees, that an office be provided, 
records kept, experts be employed, and that cities, which can legally 
do so, contribute on some equitable basis to the expense of the 
Bureau, in excess of its earnings, when in the service of cities actually 
using its facilities in the solutions of particular problems. 

We vote our hearty recognition of the public service performed 
by Mayor Blankenburg in calling this Conference; to Mayors Mitchel, 
Harrison, Shroyer and Baker, for their sympathetic assistance to 
him; our appreciation of the gracious hospitality of the city of 
Philadelphia, and our thanks to the American Academy of Political 
and Social Science. 
iy. Unanimously adopted Saturday, November 14, 1914. 


Z The following members of the Conference served on the Com- 
mittee on Recommendations: 


_Hon. John Purroy Mitchel, Mayor of New York. 14 
_Hon. H. C* Hocken, Mayor of Toronto. | 
T. C. Thompson, Mayor of Chattanooga. 


- _ Hon. Frederick W. Donnelly, Mayor of Trenton. 
i Hon. John M. Eshleman, President, Railroad Commission of 
California. 
. Hon. Milo R. Maltbie, New York Public Service Commission, 
district. 
_ Hon. Edward D. O’Brien, Director of Utilities, Seattle. 

Hon. Charles E. Merriam, Alderman, Chicago. 
Mr. Theodore F. Thieme, Citizens’ League of Indiana, Fort 
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Mr. F. C. HeNpERscHort, New York Edison Company, New York 

City: 

I am glad to have the opportunity to speak. I am a private 
citizen; I do not own any stock in any utility corporation, but about 
two years ago it was my good fortune to inaugurate a movement 
through which corporations are training their employes. 

I believe the function of a government is to govern and regu- 
late, and not to conduct business. I have felt during the last two 
days, as I have attended your sessions, that you have not been quite 
fair to the man who is a director in the big corporations; you have 
not been quite fair to that element in the directory which is honor- 
able and square, and which means to do the right things. I refer 
to those men that you would not hesitate to go to, and who would 
be the first men that you would go to if a proposition was up which 
involved the future of your city. You have run a little bit riot on 
one side of the proposition. 

There are in the United States today over eighty of the great __ 
corporations, with a combined capital of $3,000,000,000, with 
employes in excess of 1,000,000, that are training their employes at 
their own expense to render a better and more careful grade of service. 

When you speak of getting better service from employes, who 
are under municipal government or the United States Government, 
just kindly take the time to refer to the recent reports of the Post- 
master General, and some others, and find out what the possibilities 
are of getting a higher grade of service from political employes than 
you can get from employes of private corporations. 

Of course, you have one expediency left; you can go to Wash- 
ington, introduce a bill, and change human nature, but you won’t 
get a higher grade of service from people whose principal effort is 
to get their job and get under civil service rules than you will from 
people who have to render an account day by day to hold their = 
jobs and be promoted. 

There isn’t any question but what the corporations have done —s_—wy 
wrong. We all know it. The Sherman law was a dead letter for 
years, but as the gentleman who has just preceded me said, you 
will have no trouble in getting all pon are entitled to from a cor- 
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poration, if you go at it right. The government today has all the 
authority it can ever have. It can delegate this authority to its 
public service commissioners, and it has so delegated it, and we have 
honest, faithful public service commissions who are working on these 
tremendous problems. We have public service commissions in forty- 
five of the states, many like the ones in your state, just recently 
come into existence. You have to be patient until those gentlemen 
can compare notes, until they can solve the problem of proper 
government regulation. 

Will you have better regulation if you put your utilities under 
the municipalities? Can you have any more authority to regulate 
your utilities under municipalities than you have today under private 
corporations where you can bring them to time every time you go 
after them? It is not the business of the government of the United 
States to run the business of the United States. I want to sound 
just this note of warning. 

When you go into the public utilities and take them over, you 
are going into a form of government that this country has never 
known, and I doubt if it is yet ready to accept. You can compel 
your public service corporations to render a high grade of service, 
and no one knows this better than they do, and no one is more anxious 
to render a high grade of service than the public service corporation 
that is awake and knows its business. You can regulate their secur- 
ities, you can regulate their prices and you are doing it. 

The problem is not yet complete. When you put the govern- 
ment into business, you are putting business into politics. I do 
not care whether in a municipality or in the United States Govern- 
ment. When you have taken over the railroads, and the other 
public service corporations, and put them into politics, you have 
a condition that you have not yet dreamed of in this country. 

We hear all the beautiful sides of municipal ownership. I have 
lived in a town where they had municipal ownership. I live in 
a town where we had municipal ownership of the electric light plant, 
and we were mighty glad to get rid of it. There is no doubt but 
what municipal ownership, under certain conditions, can be made 
a success, but when you suddenly start a new form of government 
and enter into the big businesses, you are starting on a dangerous 
path. 
- In some places they have not stopped at that. In some places 
_ the municipalities have sold chicken dinners and ice cream cones 
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he in their parks. In one city they even attempted to run a municipal 
ts newspaper. It failed, of course. If things are pushed to such an 
ve extent as that, what are you going to do with your people? What 
se are you going to do with the people who are going to pay taxes, 


y- and do not have a municipal job? It is a big proposition you are 
ly considering here when you put the government into business. 

n The other thought is that I do not think this Convention has 
T been quite fair to a great many men who have their money invested 
in big corporations, and who are honest, patriotic, full blooded, law- 
r abiding citizens, just as honest and as faithful as any citizens of 
e any kind, and just as anxious to coéperate with you for good gov- 
eC ernment as they have been with this great movement to educate 
) the employes for better services. 

It is a tremendous movement this industrial educational move- 
ment, which is starting all over the country, and it has gone into 
our public school system. When you stop to think that only 4 
! per cent of the male population has had any high school training, 
| you will get an idea of how important it is to educate your men 
and not turn them out every two years or every four years and put 
| in another class of men that know nothing about it to run the 


government. 


Mayor Baker: 

I am the particular mayor who sold ice cream cones, etc., in 
the public parks. I only want to make sure that was not passed 
by as a flight of the imagination. I actually did it. We found in 
Cleveland that the private concerns were selling too little ice cream 
or too poor quality. They were adulterating the quality of all the 
supplies sold in the parks, and squabbling about the division of their 
earnings on the side. So we undertook to do it by the city. We 
appropriated by anticipation $95,000 of the income we expected to 
get from the sale of those supplies, and purchased the supplies and 
actually made some $12,000 or $15,000 profit in a single year. We 
sold more ice cream, of a better quality, of a pure and sanitary char- 
acter, at less than the previous price to each customer, and a purer 
and a larger quantity of candy, and pop corn and everything of 
that sort was really sold. 

The cleanliness of the surroundings was certainly greatly im- 
proved, and while it may have been a wicked invasion of the province 
of private enterprise, I am quite certain that the people of that 
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particular city would not be willing to go back to the private sale 
of confections and kindred things in the public parks. 
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Mayor ScANLon: 

I have made the statement in my own city that I had the 
reputation of never missing an opportunity, but as a matter of fact, 
I have missed one or two, and everybody laughed, and that is the 
reason I am on the floor now, because I am not going to miss any 
more. I have listened to the discussion of utilities with a great 
deal of interest yesterday and today, and I have heard some papers 
read, and some speeches that were radical in some directions. 

As I stated yesterday in a few remarks I made, I am from the 
mountain state of West Virginia. I am mayor of a little city of 
50,000 people. We have all the public utilities owned by private 
corporations, and we have all the big corporations represented. We 
have the Standard Oil furnishing us natural gas, that is, through a 
subsidiary company known as the United Fuel Company, the Amer- 
ican Railways Company running our trolley cars, and the American 
Guarantee and Water Works furnishing water. We have all the 
big private utilities corporations serving us in our public utilities, 
but we have not suffered so much. I am surprised that the great 
cities of New York, Chicago, Philadelphia and these other large 
cities say that they have suffered to such a large extent. I do not 
understand it, coming from a small community. 

We do not issue any contract to any corporation through which 
they can put their foot upon our necks. We do not grant franchises 
_ by which these great corporations can put their foot upon us. We 
have 6 cent electricity, 4 cent car rates and 15 cent natural gas, in 

spite of the fact that the Standard Oil Company is furnishing it for us. 
: We went out into the country and leased several thousand 
- acres of gas land, and we raised by subscription of 105 thousand 
dollar lots, $300,000 inside of twenty-four hours. We are boosting; 
we are building a city right; we are looking after our people. We 
do not need to fear the Standard Oil Company, the American Rail- 
ways Company or the American Guarantee and Water Works Com- 
pany or any other company. If we need their services, we use them. 
We have state regulation, we have a good state board; it was ap- 
pointed by the governor. I heard people say upon the floor of this 
convention yesterday that they are liable to be politicians when 
the governors appointed them. Perhaps they are politicians, but 
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they are practical men. Just as practical as every other man. 
The governor of our state is a Republican; he is a partisan Repub- 
lican, and I am a very partisan Democrat. Yet that governor has 
given us a good board, and the city has taken good advantage of it. 
We do not have to bother with local laws; because we deal with these 
questions ourselves. We deal with them right at first hand. We 
are going to buy our water works and we are going to do that within 
the next ten years. We believe in municipal ownership, but we 
have no fear of any corporation in the land. 

We go after these corporations and we make them know we 
are on the earth, and I believe you ought to do the same thing and 
just use your state regulation. It might be well enough for Phila- 
delphia, New York and Chicago to have those regulations, as they do 
in cities of 50,000, 75,000, 100,000 or even 200,000, and if the pri- 
vately owned public utilities become too independent, the people 
go after them with state regulation; get municipal ownership as 
fast as you can, but don’t get it in too big a hurry. Don’t be afraid 
of the public service corporations, for they are a very necessary 
evil in three-fourths of the cities of this country, because we need 
their help and their money to build the city before we take it entirely 
out of their hands. 

Hon. Grorce N. Secrr, Mayor of Passaic, New Jersey: 

Mr. Chairman, and Gentlemen: As a representative of the | 
smaller cities of the state of New Jersey, which is served by the 
public service corporation in its railways and its electric lights and 
power, and its gas, I want to say that this entire conference, to 
my mind, has resolved itself into this: that both the public service 
corporations and the representatives of the cities have the same 
motives, that is, to get the most for those whom they represent. 
The only difference has been that the public service corporations 
have approached their motives in a scientific manner, and the mayors 
and representatives of the various cities have gone about this thing 
in a rather more or less haphazard way. 

The city of Passaic, some years ago, was paying $1.10 per 1000 
for gas. We believed that gas could be produced cheaper. I am 
not a believer in the statement that the public service corporations 
are conceived by the devil, nor do I believe, as has been stated by 
some of the speakers, “that public utilities commissions created 
by the state are not always loyal to the people.” 
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But I do believe the fact is this, that when the people go before 
the public service corporations and public utilities commissions, they 
ofttimes go without any preparation. The city of Passaic believed 
that in order to go before the public utilities commission, in an 
effort to get the rate reduction, they should come prepared. The 
experts that the public service companies employ are we!l equipped 
and experienced in this work, and we thought we should make 
preparation in the same way, that is the getting of information. 

This conference is going to resolve itself into a bureau of col- 
lecting information which will be available to the smaller cities 
who can ill afford to hire high priced experts. 

It was a common occurrence for me to go down to Trenton to 
attend hearings before the public utilities commission and see an 
array of council representing the public service companies, repre- 
senting an aggregate salary of $200,000 a year, while the city had 
appropriated only about $5000 for its fight against them. 

It does not make any difference as to how the public service 
company was disposed toward the city of Passaic at that time, 
nor that the public utilities commission of New Jersey was able 
to assist us, the fact remains that we, the city of Passaic, collected 
and presented figures and facts, which secured a reduction in the price 
of gas from $1.10 to 90 cents per thousand, and not only did the city 
of Passaic benefit by such reduction, but the entire state of New Jersey. 

I want to say at this time, on behalf of the city of Passaic, 
that I will submit to the Utilities Bureau all that information, which 
cost us $5000, for their use, and I hope the other cities will contribute 
in a like manner. 


Hon. D. W. Nevin, Mayor of Easton, Pennsylvania: 

I wish to speak to this convention for just a few minutes, repre- 
senting as I do, the captains of industry, as well as the governors 
of the municipality. 

I have been, during the period of thirty-five years, eighteen 
years in public service, and an officer of municipal corporations, 
and during that thirty-five years I have been a representative in 
every capacity of a public utility corporation, representing as I 
have, and as I do now, as many as five corporations. 

I had thought, as I heard these remarks made before this con- 
vention, that all bad organizations were confined to New York and 
Philadelphia, but I am now of the opinion that the West can go us 
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one better, of all that we have heard here of conducting of corpora- 
tions by municipalities. 

I believe that there is one thing that this convention has dis- 
counted, and that is the fact that the privately owned corporations 
have made the cities, which we represent, what they are today, and 
it should not be forgotten. 

I do not believe in this age of legislative insanity and investi- 
gation of all kinds that we should suddenly place upon the cities 
all private corporations, for management, when a few restrictions 
will correct all the evils of which we complain. 

I learned when I went to Sunday school that there were two 
things necessary to live an upright and honorable life: one was to 
obey the Commandments, and especially the Commandment which 
says, “Thou shalt not steal”—and the other was to obey the Golden 
Rule, to do unto others as you would have them do unto you; and 
that should apply as well in the management of corporations as in 
private matters. 

I built a railroad twenty-six years ago, and I am operating a 
part of that road today and have for the past twenty-six years. I 
am also the mayor of the city through which that road runs, and 
it forms a part of, although I am not connected with it, one of the 
best conducted trolley roads in the country. I have been con- 
nected with the electric light company, and I have been connected 
with the gas company, and I have had much to do with water com- 
panies, but I have never seen yet where honest men were put at 
the head of any private institution and obeyed the laws of the land 
that there was any cause for any municipal interference with the 
conduct of these corporations. 

There is much that I could tell you on the part of the public. 
The public are not all angels; far from it. If I could tell you of some 
of the cases which have come up in my own observation, you would 
be surprised to see what small people there are in a community, 
that a large corporation has to deal with, and if a private corpor- 
ation has to deal with such characters, much more will a munici- 
pally owned corporation, that will be subject to all those men that 
want to be in office, have to contend with. 

I say we ought to be, at least, just, honest and fair. We ought 
to consider the people who have made this country, and their inter- 
ests should not. be subjected to a course of treatment that will 
paralyze this country. 
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REMARKS OF HON. THOMAS L. RAYMOND, MAYOR- 
ELECT OF NEWARK, AT SESSION OF SATURDAY 
EVENING, NOVEMBER FOURTEENTH 


* M1. Chairman, Ladies and Gentlemen: It affords me great pleas- 

ure to receive this great distinction of the meeting tonight, and 
especially so, as I am not yet a mayor. I am a near-mayor, or a 
mayor-elect, but I have enjoyed very much this wonderful demon- 
stration of interest in this wonderful beginning of a union of our 
municipalities. 

It is not for me to say anything here tonight, as we have able 
speakers who will present their views. It also is for the chair, it 
seems to me, to maintain a sort of judicial attitude toward the 
matter, as I suspect that the views of the speakers do not entirely 
agree with my own, but I take great pleasure in introducing to you 
a gentleman who is the law associate of the Honorable Elihu Root, 
and who is the Counsel for the Consolidated Gas Company of New 
York, Mr. Charles F. Mathewson. 


v4, 
i 
al ay 
| 


HOLDING COMPANIES AND THE PUBLIC WELFARE. 
Of Counsel, Consolidated Gas Company, New York City. 
| I understand a “holding company,” as we employ the term, 
L to indicate a corporation controlling the properties and management 
> of another (known as an operating company) through ownership 
: of the stock of the latter, as distinguished from direct title to the 
properties of the latter. The holding company may be solely such, 
or it may be to some extent an operating company itself. 
I further understand that “anti-trust”? and “anti-monopoly” 
) laws are not involved in this discussion; but that the question involves 
the effect upon the public welfare of control by capitalists of oper- 
ating properties through the medium of a holding company rather 
than through direct ownership of such operating properties, where 
such control or ownership would not involve the violation of the 
statutes mentioned. I shall confine my thought to holding com- 
panies affecting “public utilities,” particularly those of a local char- 
acter, such as gas, electric, water and street railway enterprises. 
To consider the relation of “holding companies and the public 
welfare,”’ it is necessary to approach the subject from an unpreju- 
diced standpoint; and so far as that qualification goes I feel that I 
possess it. I neither “see red’ nor am I filled with unusual joy on 
hearing the expression “holding company.” I have no prejudice 
either for, or against, such a device. I am, however, impressed by 
study and observation with the truth of the proposition that any 
business movement of such vast propostions as the development of 
holding companies within the last fifteen years must rest upon some 
broad economic foundation. It is history that such movements are 
commonly based upon the necessities and progress of business evo- 
lution, and that at the outset they represent a real advance and an 
instrument of efficiency. The great majority of business men, even 
men of large business, are not “malefactors of great wealth” or 
otherwise, but plain humans endeavoring to develop their activities 
to meet the actual and proper calls of the public, by improvement 
of service through employment of legitimate means. This tendency 
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explains beyond question the origin of the device known as the 
“holding company,” whatever may be thought of its use or develop- 
ment or possible abuse thereafter. 

The holding company has undoubtedly in some instances been 
perverted to bad ends. An illustration, on a colossal scale, appears 
_ in the exploitation of the Chicago, Rock Island and Pacific Railway, 

_ where one holding company was formed for the purpose of acquiring 
the stock of the railway company by the issue of collateral bonds, 
and a second holding company was formed to acquire the stock of 
the first holding company under a charter by which the entire con- 


company, representing but a small proportion of its entire capitali- 
. _ gation. Such a scheme is its own executioner, as the existing situ- 
ation of that enterprise forcibly demonstrates. 
a Then, too, there is the holding company that is merely useless; 
i de 4 it is of no particular value economically or in any line of efficiency; 
a F it exists only because someone prefers that method of control; it 
is simply a fifth wheel to the coach. While I have no use for a fifth 
ae ‘a wheel to my coach, I am not disposed to get out of patience with 
i. any man who prefers one for his, or to try to prevent his using one 
if it pleases him and does me and the community at large no harm. 
It is, and for that matter ought to be, part of the liberty of the citi- 
zen to do harmless things in foolish ways if he prefers, rather than to 
proceed wisely, provided he does not injure his neighbors by his 
action. 

But the great majority of holding companies exist to meet a 
real need; they add immensely to the development and the efficiency 
of the service of public utilities, and inure enormously to the benefit, 
i not only of their immediate customers, but also of the entire com- 
munities in which such utilities are located. 


2 


Facility of Financing 

re In the first place, holding companies make possible the procure- 
ment of capital in the development of public utilities throughout the 
land which would be developed either not at all, or incompletely and 
inefficiently, but for the existence of such a device. Very few com- 
munities, even large ones, are able to draw from their own resources 
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funds adequate to construct and develop public services of the 
highest and most progressive type. Almost invariably capital is 
sought from without; and it is above all things desirable, and espe- 
cially for those sections of the country which are less fully devel- 
oped, to be able to tap freely the reservoirs of capital in the older 
and richer sections of the Union and abroad. 

To secure the advancement of funds requisite for these pur- 
poses, capital must be consulted as to the method of procedure which 
it prefers to pursue; it is not something which can be commandeered 
willy-nilly; the only options presented to it are either direct invest- 
ment in local plants, frequently broadly scattered, or investment in 
a holding company which shall control them at a common centre 
by stock ownership and advance funds to them in return for their 
securities. But capitalists do not as a rule care, or are willing only 
to a limited extent, to make comparatively small investments here, 
there and elsewhere in different communities of the Union, in such 
a form that they must keep their eyes upon each particular invest- 
ment through representation on the board of directors or otherwise, 
in order to see that it is handled and maintained in such a manner 
as to insure a fair return on the investment. They prefer to make 
this investment in the holding company, whose officers and staff 
will exercise control and supervision of the subsidiary companies 
to which it may advance, relieving the investors of that responsibility 
and burden. 

Moreover, great holding companies, such as many which I might 
name, and the namés of which will spontaneously occur to my 
hearers, which hold the stock of public utility corporations and 
supply their needs in the way of electric current and otherwise, at 
various points throughout the Union, by reason of their prestige and 
financial strength are able to command in the centres of finance 
capital which it would be impossible for a local enterprise, thousands 
of miles from such centres and with no particular reputation with 
investors, to secure except at very high rates of interest if at all. 


Moreover the capitalist, and especially the smaller investor 
whose means are not sufficient to allow him to embark in more than 
a single local enterprise if he were to take an interest therein directly, 
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very much prefers in the interest of safety an investment in a holding 
corporation whose property interests are diversified as to territory 
or character, or both, covering plants at five, or ten, or fifty differ- 
ent points, on the ground that if failure should occur at one, pros- 
perity may be expected to follow at another, so that on the doctrine 
of averages his investment will still be reasonably safe instead of 
- under the hazard of being wiped out by an unfortunate venture in 
single plant. 

And since, according to the decisions of our highest courts, a 
fair return upon capital depends to some extent upon the hazard 
of the investment, it will at once appear that if through the medium 
of a company holding scattered plants the hazard of the investor is 
_ rendered less than it would be if his eggs were all placed in a single 
basket, he would be willing and could perhaps be compelled to accept 
a lower rate of return upon his capital. So that the employment of 
the holding company, with its reduction of individual hazard, may 
reasonably be expected to inure to the benefit of the customers of 
_ the operating company in the shape of lower charges for service. 4 


wah Greater Efficiency 

Again, a holding company of large resources can and usually 

does command engineering and executive skill of a quality, and can 

acquire supplies in wholesale quantities at a price, and frequently 

controls sources of energy which it is able to distribute at a rate per 

unit, impossible to a local company relying upon its own resources. 

The result of these advantages, so far as it concerns the sub- 

_ sidiary companies, should be and I think as a rule is, a more efficient 

_ Operation, under more skilled supervision, and a more rapid exten- 

sion of service to the communities affected than would otherwise 

be possible. Thus a great electric company is able by reason of the 

* a larger investment which it can make in plant, to produce power 

and other facilities for manufacturing and commercial concerns, not 

only within a fixed municipality but outside of its limits and adding 

; ‘ to its growth, at a rate of progress and of charge for service unknown 

to the purely local enterprise; with the result of a community devel- 

_ opment and prosperity which could never have been secured under 

_ the cramped and limited conditions theretofore prevailing. Such 

A use of the product for manufacturing and commercial purposes, as 
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well as for illumination, increases greatly the “load factor’ and the 
output per unit of capital investment, and consequently reduces the 
cost per unit of the product, with the possibility of a reduction of 
rates to old consumers as well as the furnishing of additional facili- 
= ities to new enterprises. 

Thus the United States census report of 1912 as compared with 
the like report for 1902 shows a reduction in cost of current at com- 
mercial electric stations from 3.4 cents in 1902 to 2.5 cents in 1912, 
or more than 25 per cent, due largely to the development of holding 
companies, with immense plants and economies of production per 
unit which they have been able to accomplish. As showing the 
relative efficiency of such companies it may not be amiss to observe 
that municipal electric lighting stations within the same period by 
the same two reports show an increase from 3.6 cents in 1902 to 4.3 
cents in 1912. 


= Legal Considerations 


But there are other and important reasons for the existence of 
holding companies, rather than direct ownership of scattered plants 
by a single corporation. Scattered public utility plants in many 
instances could not be directly owned by a single company, even if 
investors preferred direct ownership to ownership of stock in local 
plants by a central company. By the laws of a great part of the 
A states of the Union a public utility such as a gas or electric or rail- 
way company can operate only under a charter granted by the state 
in which it is located; in many, franchises to operate in public high- 
ways cannot be exercised except by a corporation of that state; 
and, if in any states a public service corporation might be directly 
operated by a foreign corporation, it would be only under incon- 
venient and undesirable conditions which would tend to discourage 
rather than invite free investment of outside capital. 

Again, the property of an existing public utility corporation 
could ordinarily be directly acquired only by unanimous consent 
of its stockholders or by vote (in some states) of two-thirds or some 
other very large proportion thereof. But a group of capitalists 
making a specialty of the management of such utilities, may not 
care to make so large an investment in particular plants for two 
reasons: first, they prefer to acquire simply a majority of the interest 
in individual enterprises so that their resources may be devoted to 


1 
— 4 i 
Ae 
rT ~( 
7 
_ 
4 
af 
| 
Pe ay 
as 


a larger number of plants, and in the second place they prefer to have 
a portion of the enterprise remain locally owned, on account of the 
touch which may in that manner be maintained with local interests 
and sympathy. Moreover, it is a matter of common knowledge 
that holders of some part of the stock of a public utility will com- 
monly hold out for a prohibitive figure, even if the new investors 
are willing to acquire an entire interest in the local enterprise. The 
minority holder in the local enterprise, is protected by the circum- 
stance that the purchasers of control can obtain a return on their 
investment only by such management and improvement of the 
property as will pay a return to all stockholders alike. 

Moreover, many, and probably most, public utility corporations, 
are compelled from time to time to exercise the power of eminent 
domain; to condemn property or rights of way for efficient oper- 
ation; and in most if not all of the states no corporation foreign to 
that state can exercise such powers. Without this authority, a 
foreign corporation, even if otherwise legally qualified, would be 
constantly hampered by the necessity of acquiring necessary rights 
at any exorbitant figure which the owner thereof saw fit to charge, 
the natural tendency of which would be to increase expenses of 
operation, or the amount of capitalization upon which the rates 
paid by customers must provide a return. 


Distinction between Public Utilities and Other Corporations 


a The holding company, so far as it relates to public utilities, is 
not open to the objection which has been strongly urged against 
holding companies in commercial business. A commercial holding 
company, or operating company for that matter, may do business 
in and send goods into every other state in the Union; it may cover 
such states with its salesmen, whose operations may not be inter- 
fered with by any state without violating the law giving the federal 
government exclusive jurisdiction over interstate commerce; it may 
be located in Pennsylvania and not have a dollar of investment in 
any other state; it is dealing directly with any number of citizens 
and entire communities in such other states; and yet if anything in 
its action is subject to condemnation it cannot be reached by the 
courts of the other states whose citizens may have suffered, and 
virtually the sole remedy lies in the invocation of the federal statutes 
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known as the “anti-trust laws,” with the Sherman Act at the head, 
which may have no application at all in the situation. 

But a public utility corporation, even though all its stock is 
owned by a corporation located in another state, must from the very 
nature of its business, be located in the community which it serves; 
there are its property and its operations; there are located its offices 
which deal with the people; its rates and service and methods are 
subject to the regulation of the state where it is located, through 
the commission or other administrative body given jurisdiction in 
the premises; and it is just as amenable in every respect to the 
authorities of the state as though every dollar of its stock were owned 
by citizens of that state. 

Indeed, if the stock of such a public utility corporation be owned 
by a foreign corporation, the situation is distinctly better than it 
would be if the foreign company had acquired the assets of the 
operating company directly instead; for in the former case the orders 
of a commission or the judgment of a court in relation to the oper- 
ations of the public utility can be served directly upon the corpora- 
tion owning the property, because there is a local corporation; while, 
if the property is directly owned by a foreign corporation, any 
proceeding of the state authorities would be simply in rem, against 
the local property alone, and the corporation owning it might be 
for all other purposes entirely beyond the jurisdiction of such author- 
ities. The foreign corporation owning directly the assets might snap 
its fingers at the local authorities, except as to the immediate prop- 
erty upon which such authorities could place their hands; while in 
case the property was owned by a local corporation and the stock 
of the latter by a holding company, the state would have every 
legal and personal remedy against the local corporation which it 
could have if its stock were altogether owned by individual residents, 
the courts not recognizing the location of the stock ownership as 
at all material in determining a remedy or judgment against the 


operating company. 


In conclusion the belief is expressed that the centralization of is av My | 


financing and management which is made possible by the holding 
company, or which is made possible by a centralized holding by any 
other method, is of vast and growing importance to the development 
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of the country in the line of public utilities and the activities of the 
community which are dependent thereon or connected therewith. 

The element of destruction of competition which is said to lead 
to monopoly, is not present; for scattered public utilities at different 
points never, or only in rare instances, could be competitors with 
each other. 

Moreover, being subject to state regulation, their charges to 
and treatment of consumers may be controlled for the public good, 
and in certain public utilities at least, a regulated monopoly is more 
conducive to the convenience and good service of the public than 
any amount of competition. 

The holding company has come to stay, because it ought to 
_ stay; because it is an instrument of progress and efficiency and 
development; and its elimination would be a misfortune whose con- 
sequences would be difficult to calculate, but certainly immense. 
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PUBLIC ADVANTAGES OF HOLDING COMPANIES 


Of Bertron, Griscom and Company, New York City. 


By the term “holding companies,” as hereafter used, it is in- - 
tended to mean only those holding companies which acquire the i ae 
stocks and other securities of public utilities, and under the term an . 
“public utilities’’ we intend to include only gas, electric light and 
power, street railway and heating companies, thus excluding any 
consideration or discussion of holding companies in the industrial 
or railroad field and also of holding companies in connection with 
telegraph and telephone utilities, for the reason that with the latter 
a large factor of their usefulness and value results from inter-com- 
munity communication, whereas, at this gathering, being a meeting 
of the mayors of cities, we are interested in the utilities with local- 
ized activities directly affecting the prosperity of municipalities and 
the comfort and convenience of the inhabitants thereof. 

So restricted, holding companies are distinctly peculiar, in that 
their investment is made in the securities of subsidiaries which 
have come to be generally, if not almost universally, recognized 
as natural monopolies. 

Justice Peckham, in the case of Willcox vs. Consolidated Gas 
Co., 212 U. 8. 19, 49, referring to the Gas Company, said: 


It is a corporation which, in fact, as the court below remarks, monopo- 
lizes the gas service of the largest city in America and is secure against 
competition under the circumstances in which it is placed, because it is a 
proposition almost unthinkable that the city of New York would, for pur- 
poses of making competition, permit the streets of the city to be again torn 
up in order to allow the mains of another company to be laid all through 
them to supply gas which the present company can adequately supply. 


President Wilson has said that ‘Public Service Corporations 
are in a very interesting sense natural monopolies.” 

B. H. Meyer, of the Interstate Commerce Commission and 
formerly of the Wisconsin Railroad Commission, in his article in 
the American Political Science Review for August, 1911, p. 374, says: 
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There are few things which the industrial history of advanced nations 
proves more conclusively than that competition in the field of public utilities 
has failed to insure reasonably adequate service at reasonable rates. 


For many additional citations of the best thinkers in this field, 
I would refer you to the appendix to the brief submitted on behalf 
of public utility holding companies to the Interstate Commerce 
Committee of the U. 8S. Senate, in the matter of Senate Bill No. 
4160. 

Of the thirteen states which, in 1910, were the most populous 
in the Union, eleven have established a public policy in restriction 
of competition in the public utility field. 

The holding companies under consideration tonight, therefore, 
have none of the vices of holding companies which have been con- 
demned by the courts in connection with railroad, industrial and 
other enterprises. 

Public utility holding companies are not organized to restrain 
competition or create monopolies. Whilst occasionally they may 
acquire competitive utilities in one community, this is not the special 
object and purpose, nor their usual field of activity, but, even in 
this exceptional case they are not an instrumentality for the elimi- 
nation of competition, for real competition between public utilities 
is neither obtainable nor even thinkable and the inevitable outcome 
of its attempted creation is consolidation and merger of such 
utilities. The holding company is an unsatisfactory substitute in 
such instances to accomplish the advantages reachable through 
actual and complete merger. 
| The most serious charge brought against holding companies 
_ generally and, therefore, including such companies as we are con- 
sidering this evening is that they afford a most convenient means 
_ for over-capitalization. That public utility holding companies like 
those in the industrial and railroad field are susceptible *o this 
abuse cannot be denied, but, on the other hand, such holding com- 
panies do not offer the same opportunities for over-capital:zation 
because the history of investments in public utility corporations 
has been one of almost uniform growth in the volume and security 
of the earnings and not one of large fluctuations. The history of 
these investments, therefore, provides nothing for a would-be pro- 
moter’s imagination to capitalize, but, aside from this, the caritali- 
zation of a holding company has no effect upon the subsidiaries. 
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The over-capitalization of operating utilities may, and even does, 
become prejudicial to the public welfare. Such over-capitalization, 
however, of the operating company itself, is not facilitated in any 
manner by the instrumentality of the holding company. It can 
as readily be done and is as a matter of fact more likely to occur 
where the company’s stock is held by individuals. 

Unlike large industrial and railroad holding companies, public 
utility holding companies do not result in the centralization of large 
power in their officers and directors, for the reason that they are 
usually so financed as to provide them only with such an amount 
of working capital as can be profitably employed in temporarily 
financing the subsidiaries, so that, in adverse times, the bonds and 
preferred stocks of the subsidiaries need not be sacrificed and so 
that, even in good times the disposition of the securities of the sub- 
sidiaries can be postponed until the investment made therein has 
demonstrated the increasing earning power of such subsidiaries and 
the higher market values which their securities should command. 
They afford no opportunity for shifting business activities from one 
corporation to another, as in the industrial field a plant here is 
closed and a plant there operated overtime to meet demands. 

On the other hand, these holding companies, representing the 
ultimate equities in operating public utilities can command capital 
when the separate operating companies could not so do through 
the sale of their common stocks, for the reason that any conditions 
local to any one operating company may destroy the earning power 
of its common stock temporarily, and this risk makes the invest- 
ment in such stock more or less speculative, whereas, it is unlikely 
that such reverses would overtake in the same year all or even a 
considerable part of 20 or 30 operating companies, whose common 
stocks are held by the same holding company and whose activities 
are in widely separated localities. The advancing prosperity and 
increasing earnings of the many subsidiaries not subject to such 
set-backs counterbalance and, in fact, in all holding companies of 
magnitude have uniformly exceeded the deficits from time to time 
encountered in their various subsidiaries. 

It is the law of average making for a greater uniformity of 
returns and increased security thereof at the cost of a reduction 
in speculative, abnormally rapid possible growth. Such holding 
company is based upon the sound historical assumption that while 
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the utilities of any community by municipal calamity or drastic 
rate regulation may suffer a temporary or even serious set-back, the 
average of all municipalities and, therefore, of the utilities serving 
them will be in the future as in the past one of constant growth and 
gain. 

The Ohio floods brought distress to many public utility com- 
panies, resulting in a total stoppage of dividends on their stocks 
and even in some cases deficits in meeting fixed charges, which caused 
marked hardships to the individual investors in such properties. 
The stocks of many other of the public utilities affected by those 
floods were held by holding companies and, whilst they, as separate 
properties caused corresponding losses to the holding company 
which they would have caused had their shares been owned by 
individuals, the increasing returns on other properties not affected 
by such calamities caused the holding companies to show, never- 
theless, an increasing revenue applicable to their common stocks. 

Public utilities, being actual monopolies, are deprived of the 
vitalizing effect of keen competition so essential to aggressiveness, 
energy and efficiency. A holding company restores this incentive 
to its various subsidiaries: for the unobtainable actual competition, 
it substitutes comparative competition in every department of the 
operating companies, for the reason that the results obtained by 
each separate subsidiary are carefully tabulated in parallel columns 
for comparison with the corresponding results attained by all of 
the other subsidiaries. These comparative tables, which are for- 
warded monthly to all of the division heads of each subsidiary, 
constitute an index of the results obtained and the service ren- 


_ dered and disclose with unerring accuracy which of the subsidiaries 


are operated in the most efficient and satisfactory manner. 

It can be said without fear of contradiction on the part of men 
of experience that the average of operating economy and efficiency 
is materially greater in the public utilities which are subsidiaries 
of large holding companies than in the isolated, unaffiliated com- 
panies, locally owned and controlled. 

The advantages arising from uniformity of accounting, from 
the purchasing of material and supplies in volume at wholesale 
prices, from the use of the greater credit enjoyed by the holding 
company, are self-evident; whilst, on the other hand, the holding 
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its subsidiaries, can provide a staff of consulting and advising engineers 
of a calibre, ability and experience which separate and isolated 
companies, except those in the eight or ten of our largest cities, could 
not afford to command or employ. Such engineering supervision 
and advice guarantees the installation of the most modern equip- 
ment; the introduction of the very latest and best economies and 
the maintenance and operation of the plant in the most efficient 
and capable manner. 

The holding company becomes a clearing house of the difficulties, 
the problems, the experiences, the solutions and achievements of 
each subsidiary and thereby each has the benefit of the cumulative 
wisdom and experience of all. It is unfortunate that this codper- 
ative helpfulness has not resulted in some association of the holding 
companies, to the end that the departmental heads of the holding 
companies might further enlarge their field of knowledge useful in 
the service of the public, by a mutual interchange of experiences 
had and of difficulties encountered and overcome. 

What has been said, while incomplete, is a sufficient summary 
of the important features of holding companies in this field neces- 
sary to a reasonably accurate understanding of their functions and 
purposes and should enable us to ascertain what their effect is in 
respect to public welfare. 

Under the term “public welfare’ we will not consider the 
question of investors in public utility securities as such, but the 
customers, consumers and patrons and the general effect upon the 
community in which the utility subsidiaries operate. 

Technically, as a legal proposition, it would be clear that they 
have no effect whatever upon the public so considered. The latter 
are interested: (1) in adequate and efficient service favorably com- 
parable with the best like service given under similar conditions 
in other communities similarly situated; (2) in reasonable and fair 
rates, having regard to the location of the property, a fair and 
proper return on the investments in the community and the con- 
ditions of advantage or disadvantage under which the local utility 
there operates; and (3) in the safety, comfort and convenience of 
both the public and the employes of the utility. These are the 
only matters in which the consumers and patrons of a utility are 
interested. There has never been a case involving any one or more 
of these three factors before a public service commission in which 
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es the ownership of the shares of stock of the public utility under 

a. investigation has been material or even relevant to the inquiry and 
this is inevitably so, because, if it were otherwise, we would have 
a different rule for measuring the obligations of a public service 
corporation determined by the entirely immaterial question as to 
whether or not the shares were all owned by one individual or 
many, or by one corporation. 

The courts, including the Supreme Court of the United States, 
have determined that the certificates of stock are merely evidences 
of a proportionate interest in a corporation: that for all purposes 
except controversies growing out of the contractual relationship 
between the stockholder and the corporation itself, the corporation 
represents each and all of its stockholders and, therefore, the stock- 
holders are never either necessary or even proper parties in any 
proceeding involving the question of whether or not such company 
is furnishing adequate and efficient service at fair and reasonable 
rates with the proper safety, comfort and convenience to the public 
and its employes. 

No power of control or regulation which a state, either directly, 
_ or through its legislature, or through a public service commission, 
or through any other delegated instrumentality, has, in respect of 
a public service corporation can be lost or curtailed by reason of 
the foreign ownership of its shares or the aggregate holding thereof 
by a holding company. 

Although, therefore, from the legal viewpoint, holding com- 
- panies are passive as to their effect upon the public welfare, neither 
adding nor taking away anything in which the public has an interest 
or right, when practically considered, they really become momentous 
factors for public good. 

Nobody understands so well as the enlightened manager of a 
public utility holding company the fact that his subsidiary is de- 
prived of the subtle, but, nevertheless, persuasive influence making 
for leniency and consideration towards a public service company, 
inevitably incident to the individual local widely distributed owner- 
ship of the securities of a public utility. Every stock and bond- 
holder of such a public service corporation has his friends and these 
are not willing to join in the hue and cry making unreasonable 
demands or placing drastic rules and regulations upon a public 
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the more manifest with reference to the service almost invariably 
furnished by municipally operated plants, in that the public, being 
in its entirety interested in the same through the municipal owner- 
ship, never expects the same service and will submit to ineffi- 
ciencies, uneconomies and want of helpfulness never extended to 
a privately owned and operated company. Again, through the 
tabulations of the operation of subsidiaries of the public utility 
companies, the officers and directors of the holding company inter- 
ested therein have learned to appreciate that the growth and pros- 
perity of the community itself are reflected directly in a corresponding 
growth and prosperity on the part of the local operating public 
utilities and that that public service corporation best serves the 
interests of its security and stockholders and, therefore, of the 
holding company, which best serves the community’s interests. No 
independently-owned public utility corporation can be as helpful 
in the upbuilding and serving of its community as one which, by 
reason of its being owned by a holding company can, through the 
central managerial, engineering, accounting and commercial depart- 
ments of such holding company, secure for itself the benefit and 
advantage of the experience had in other affiliated operating com- 
panies. Each measure, therefore, which is found in one community 
to increase the public good-will, to add to the efficiency of the service 
and the satisfaction given to the consumer, is promptly made oper- 
ative in the other public service subsidiaries. It is immaterial 
whether such improvement in local service is due to altruistic or 
philanthropic motives, or from the selfish desire to increase revenues, 
so long as the communities secure the benefit. 

The commercial department of these large holding companies 
in this pursuit of new business for each and all of the subsidiaries 
is constantly on the watch for business opportunities, is constantly 
seeking the location of new enterprises in the communities served 
by one or the other of the holding company’s subsidiaries, in order 
to add to the number of customers and the volume of business and, 
thereby, through these activities, added growth and prosperity are 
brought to the communities served. The commercial department 
of a large holding company is certain to have a wider knowledge 
of such offering opportunities than it is possible to find in the best 
organized commercial department of a local, independently-owned 
publie service corporation. 
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The Conference of American Mayors which is being held in 
Philadelphia is welcomed by the public utility people. There is 
nothing so harmful to the public service corporations as a lack of 
public understanding and comprehension of their functions, their 
duties and their rights. 

The executives of American municipalities are very generally 
allotted too short a term of office to enable them, with their multi- 
tude of duties and obligations, to become thoroughly familiar with 
the public service corporations and their problems; and, on the 
other hand, by reason of the peculiar character of these problems of 
public service operations and difficulties, very few mayors can be 
expected to bring to such office the special knowledge which this 
line of business demands and requires. Whilst they and the general 
public no longer encourage the organization of competitive utilities 
with their inevitable short-lived rate wars, their subsequent con- 
solidations with inflated security issues and then the impelling and 
unavoidable necessity for exorbitant rates in return for inefficient 
service in order to earn interest and dividends upon such securities, 
they do not understand and appreciate, on the other hand, the 
hazards of the business due to the tremendous strides made by 
invention and discovery, causing equipment, plant and machinery 
even to become uneconomical before an appreciable percentage of 
its normal usefulness and life is spent. They overlook the fact 
that installations have to be made with reference to the existing 
demand for service and a reasonable regard for the prospective 
growth: that the company cannot afford, nor would it be justified in 
making installations sufficiently large to be capable of meeting the 
demands for service during the probable full physical life of the 
installation and that, as the community and its demands grow 
from the standpoint of operating costs it is cheaper to abandon a 
small unit and install a large one, than simply to add successive 
units of limited capacity and that, therefore, the rule of law generally 
relied upon, that confiscation only occurs when the utility is de- 
prived of a fair return upon the present value of its property engaged 
in the public service is unfair to the utility and injurious to the 
community that it serves. 

In the face of an increase in the cost of materials, supplies and 
labor used by the public service corporation proportionate to the 
increased costs of such commodities and labor in other business 
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channels, the public service corporations have, nevertheless, steadily 
and uniformly reduced the actual cost of the service or commodity 
furnished the public. The greatest reductions in such charges against 
the public have occurred in the last twenty years and contempo- 
raneously, therefore, with the growth and development of public 
utility holding companies. These companies have furnished the 
opportunity and the means for experimenting with every new idea 
that gave reasonable promise of better service at lower cost. 

In the last twenty-five years, the average price of gas, for 
example, in Massachusetts has fallen 474 per cent; whilst the average 
price of electric light per kilowatt-hour in the last twenty years 
has decreased 48 per cent. 

In the meantime, the effective usefulness of the gas, itself, has 
been materially increased, through the introduction of the incan- 
descent mantle and the improvements of gas stoves, ranges and 
heaters, so that, with the reduced price per thousand cubic feet, 
there has also followed a reduced consumption to accomplish the 
same results. 

In the electric field, the tungsten filament lamp has resulted 
in an energy saving of 75 per cent as compared with that used with 
the old carbon filament, whilst the efficiency of motors and the 
elimination of transmission losses in conductors have almost in the 
commercial field reached perfection. 

The street car fare, it is true, has remained generally uniform 
at 5 cents, but, for the nickel today, the patron has the quick, com- 
fortable, well-heated, well-lighted, electric rapid transit car, in place 
of the slow, uncertain, unclean, poorly illuminated and often un- 
heated horsecar. Universal transfers have been generally adopted, 
whilst the street railways have extended their suburban lines to 
such an extent as to even reach and join the suburban lines from 
other municipalities, thus forming interurban connections, compet- 
ing, through frequency and cheapness of their service, with the 
existing steam roads. The growth of the communities in which 
the street railways operate has caused the average length of ride 
to increase materially, without any advance in the fare. 

That this tremendous advance in the public service field 
has a direct relationship to holding companies and that its being 
contemporaneous with their development is not a mere coinci- 
dence is evidenced by the fact that of ponnnmeatind $4,000,000,000 


$29 

4 

e 

e 

4 al 

re 

— 

d 4 w 

—— 


F THE AMERICAN ACADEMY 


Tue ANNALS 


invested in street railways, 81.4 per cent is organized into or 
affiliated with holding companies; of the $2,100,000,000 of securities 
outstanding in the electric light and power business, 82} per cent 
= is organized into or affiliated with holding companies; that of the 
300,000,000 of securities outstanding in gas companies, over 66 
sper cent is organized into or affiliated with holding companies, so 
that, out of approximately $7,500,000,000 of gas, electric and trac- 
; 2 tion capital, 78.5 per cent (over $5,900,000,000) is now organized into 
or affiliated with about 140 independent holding companies, whose 
_ securities are today known and bought throughout this country 
and Europe. 

Contemporaneously with the holding company’s standardization 
of service, methods of accounts and financing of public utilities, there 
has come a recognition on the part of the experts as to the integrity, 
- security and attractiveness of public utility investments. 

The last annual report of the comptroller shows that for the 
year 1913 the investment holdings of the national banks in public 
utility issues had increased nearly 20 per cent over their aggregate 
he previous holdings, whilst their investments in railroad securities 

we decreased over 6 per cent. 

ee This all means a growing confidence on the part of financial 

experts and of the investing public, that the attitude of the com- 

- munities and municipal officials towards public utilities, and of those 

7 utilities towards the public, is gradually being established upon & 
ser. basis of mutual understanding, certain to result in even-handed 
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THE PUBLIC WELFARE AND THE HOLDING COMPANY 


By J. P. Goopricx, 2 
Indianapolis, Ind. 


I hold no brief for or against holding companies: That there are 
good as well as bad holding companies will be conceded. Some 
have been conducted along right lines and been powerful agencies in 
the development of our public utilities. Others have degenerated 
into mere schemes to multiply securities and sell them to confiding 
investors without any resultant benefit to the general public. My 
purpose is to point out some dangers to the public welfare that arise ; 
from the operation of holding companies. - 

Mr. Mead, in his recent work on “Corporation Finance,” de- A; 
fines a holding company to be “a corporation organized for the pur- __ 
pose of acquiring the stock and other securities of other corporations” 
and states that “The primary purpose of such corporations is to 
effect a combination of allied enterprise which cannot be accom- 
plished by the use of any one of the corporations it was intended to 
include.” 

In a recent conversation with a gentleman who had served a long 
and honorable career on the bench and is now one of the leading 
members of a public service commission in one of the states, I asked 
him to define a “holding company.” He replied: ‘‘A holding com- 
pany is a corporation created for the purpose of separating a gullible 
public from their money by the sale of watered stocks.” 

While I do not at all agree with the judge’s definition, yet I am 
quite certain he expressed the prevailing opinion of the average man 
who has given no special consideration to the subject. 

Perhaps the first real holding company of large size was the 
Pennsylvania Company, organized in 1870. Its purpose was to 
centralize the control of the Pennsylvania railway lines west of Erie _ x 
and Pittsburgh. Its charter specifically authorized it to ‘‘make pur- . 
chases and sales for investment in the bonds and securities of other ; 
companies.” The owning by railroads of stock in other companies =e 
has been a common practice for the past fifty years, yet — com- 
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panies as we commonly use the term are of comparatively recent 

creation. 

Prior to 1888 the laws of no state clearly authorized the creation 
of corporations, the principal object of which was to own stocks and 

securities of other corporations, but when the legislative intent on 

that subject was expressed at all, such ownership was prohibited. 

In 1888, when the corporation laws of New Jersey were revised, 
authority was granted to organize corporations for the general pur- 
pose of owning the stocks and securities of other corporations and 
from the enactment’ of these laws can be traced the origin of the 
modern holding company. 

After the dissolution of the standard oil and other trusts by the 
courts, those interested in such properties began to look around for 
some method by which the same object might be accomplished— 
by which they might do indirectly what the courts had said could 
not be done directly. They found in the revised corporation laws 
of New Jersey the exact authority needed to accomplish their pur- 
- pose and proceeded to organize under those laws. New Jersey 
* soon earned the distinction of being the “mother of trusts,” and she 

was, indeed, a fruitful mother—the trusts big and little sought the 
protecting aegis of her laws and the revenues derived from this source 
soon contributed largely to the support of the state. 
Not to be outdone by one of the sister states and being unwill- 
_ ing to see many of their domestic corporations surrender their char- 
_ ters and change their domicile to New Jersey, the other states 
_ adopted a similar practice, and many of them were soon bidding 
one against the other for the patronage of these corporations, which 
__ jnereased with marvelous rapidity and covered every line of man- 
ufacturing and commerce. The government soon began its relent- 
less war on those holding companies, which, in its opinion, trans- 
; on the provisions of the Sherman anti-trust law; the process of 
“unscrambling the eggs’’ is now well under way and those who desire 
to do so can easily keep within the law in the organization of com- 
_ panies of this character and in the conduct of big business. 
. Our special interest this evening is with respect to holding com- 
_ panies operating in the field of public service corporations other than 
- yailroads. When I speak of a holding company, I mean a holding 
company as defined by Mead, and do not refer to an “owning” or 
“management company’—to a corporation owning the corpus of 
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various public utilities, which supply from a central station many 
communities with light, heat, power and interurban railway con- 
nection. Such organizations are not holding companies in any sense 
of the term and no possible objection can be urged to them. 

The holding company is comparatively a late comer in the field 
of public service corporations; while there were isolated cases prior 
to 1898, the great majority of holding companies have been organ- 
ized within the last ten or twelve years. The rapid growth, both 
in number and extent, of public service corporations; the wonderful 
improvement in electrical machinery; the constantly widening area 
that could be supplied economically with electric energy and gas 
from a central station; and the steadily decreasing cost of the pro- 
duction of these modern necessities presented a most inviting field 
to men of large vision, who were not slow to enter and possess the land, 
through the agency of holding companies, and appropriate the fruits 
thereof to their own use. Plants operated separately at a loss or 
little profit, when joined together by transmission lines and supplied 
from a central station under the management of trained experts, re- 
turned handsome profits to the promoters, gave better service to 
the public and encouraged a wider use of their products. 

This development has been by no means confined to holding 
companies, but the same degree of progress has been made by “own- 
ing” and “management companies.” A large part of this develop- 
ment, however, has been by holding companies, as it was not only 
the simplest and easiest way of accomplishing the result, but prom- 
ised greater profits to the promoters, with no limitation on the amount 
or character of the securities to be issued, except their own judg- 
ment as to what the earnings of operating companies would justify, 
and as to what the bankers, underwriting the issues, would be will- 
ing to sell. 

The growth of holding companies in this field is strikingly shown 
by Mr. Gibbony in his testimony before the Senate committee when 
he stated that of the ezght billion of public service securities outstand- 
ing, over five and one-half billion is held by holding companies. He 
also stated that over three hundred million of holding companies’ 
securities were sold abroad last year. It further appears from the 
testimony before the committee that one-half of all the street rail- 
way mileage in the United States and more than thirty per cent of 
all the electric central station plants are under the control of and 
are being operated by holding companies. 
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Holding companies operating in the field of public utilities are 
not subject to the same criticism that resulted in the dissolution by 
the government of holding companies operating in other fields, for 
they are natural monopolies and competition is never desirable either 
from the standpoint of the public or of the investor. The public 
has learned from sad experience that, in the end, it is compelled to 
pay for unnecessary and unwise duplication of plants. For compe- 
tition has been substituted public supervision of rates and security 
issues and, at this time, thirty of the states have in some form passed 
. 4 Regulatory bodies usually are possessed with power to fix or approve 
rates; to regulate stock issues and to issue a writ of necessity as 
- @ condition precedent to the right to construct and operate a public 
utility. 

The advantages claimed for holding companies, by their advo- 


ments; (2) Wider banking facilities and greater ability to market 
securities and finance the needs of subsidiaries. 
7 It will be conceded, subject to certain limitations hereinafter 
noted, that, in the operating, engineering, management and legal 
departments, the holding companies possess certain advantages not 
possessed by small companies operating isolated plants—that there 
is a distinct advantage in any given territorial unit to join all the 
: separate plants by transmission lines and serve them from a central 
station. In this way, the service of many employees may be dis- 
pensed with by the abandonment of the small stations; villages too 
small for a separate plant can be served; towns too small for contin- 
uous service can have the benefit of constant service previously en- 
joyed only by the larger cities; farmers along the line can and do 
avail themselves of the opportunity to use electric current for domes- 
tic and farm use; the load factor is greatly improved by reason of 
the diversified industries of the various communities served; an 
efficient engineering and repair corps may be retained and a system 
of comparative tests can be installed, so that, by reports and inspec- 
tions, the most perfect and economic devices can be enjoyed in com- 
Pe mon and the performance of one plant used as a check on others, 
=4 resulting in a competition of service, calculated to keep the local 
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management in charge of each plant keyed to the highest point of 
efficiency with the result that the revenues are greatly increased and 
the operating expenses decreased to a degree hardly appreciated by 
those not acquainted with the actual facts. These advantages, 
however, are not peculiar to the holding company. Every advantage 
claimed for the holding company can be obtained and is being ob- 
tained by owning companies, operating central plants and supplying 
the territory naturally tributary thereto. One of the best operated 
street railway plants in the United States, the Twin City Rapid 
Transit, is not owned or controlled by a holding company. The 
gas company giving as good service as any and operating with the ~ 
lowest rates in our country, the Citizens Gas of Indianapolis, is nei- 
ther owned nor controlled by a holding company. There is scarcely 
a state in the Union that does not have central station plants not 
controlled by holding companies, accomplishing all the things claimed 
for holding companies. 

To illustrate by a concrete example: We have in the city of 
Indianapolis two lighting companies—the Indianapolis Light and 
Heat Company, operated independently, and the Merchants Heat 
and Light Company, operated by the Merchants Public Utilities 
Company, the stock of which is in turn owned by the American Pub- 
lie Utilities Company. 

For the year ending June 30, 1914, the independent company’s 
operating expense, exclusive of depreciation charges, was 54 per cent 
of its gross, while the Merchants company, operated by the holding 
company, was operated at 534 per cent, practically the same ratio 
as the other and showing no special operating efficiency for the hold- 
ing company over the privately-owned company. 

The Indianapolis, Columbus and Southern Traction Company 
in 1912 was leased by the Interstate Public Service Company, a hold- 
ing company, which is in turn controlled by the Middle West Utili- 
ties Company. During the last year of its operation as an independ- 
ent and detached unit or, for the year ending June 30, 1912, with a 
gross revenue of $421,433.36, $208,673.56 was saved for net. For 
the year ending June 30, 1914, under the operation of the Middle 
West Utilities Company, with a gross operating revenue of $423,- 
116.47, only $184,244.35 was saved as net operating revenue, show- 
ing an increase in this case of 10 per cent in operating expenses and 
a decrease of 12 per cent in net revenue. ered 
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While I realize that we are not justified in reaching any general 
conclusion from the two cases cited, yet it is apparent here, at least, 
- that the privately-operated utilities compare most favorably with 
those operated by the holding company. I am entirely satisfied 
that, given the same general conditions, it will be found that the 
utility operated and conducted by its owners will compare most 
favorably with the utility operated through or by a holding company. 
Of course, it must be conceded that the purchaser in large quantities 
has an advantage over the small purchaser as to prices and selling 
conditions; yet, the larger the growth of these companies, the greater 
is the temptation of those who control them to interest themselves 
in the sources from which they obtain their supplies through stock 
ownership or some other method. This has become so prevalent 
in the railroad world that the government in its recent regulatory 
law has found it necessary to insert a section for the purpose of pro- 
hibiting such practice and it is not unreasonable to expect the same 
_ tendency to appear in the management of holding companies. 

It is asserted that the operation of utilities by holding companies 
has resulted in reduced rates, and figures are given in support of this 
assertion. Yet an examination of the record shows that this reduc- 
tion has been at the competitive point only and is by no means due 
to holding companies. What I mean by competitive point is that 
the reduction has come to the larger consumers of light and power 
with sufficient demand to justify the installation of a private plant 
and in order to get the business it has been found necessary to make 
a rate low enough to meet the cost of production by the private plant 
_ which has, in turn, brought a similar reduction to other large users 

of light and power. 

A proportionate reduction has not been made to private con- 
sumers who are paying substantially the same rates they did before 
the holding companies entered the utility field. 

That the holding company has a decided advantage in financial 
opportunities over the smaller operating companies is apparent. 
The holding company, on account of its superior banking facilities, 
its affiliation with large financial institutions having a world-wide 
market, should be able to market its securities on the most 
favorable terms, and at times when the small local plant must fail 
completely. 

The holding company claims the further advantage that it does 
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not have to appeal to regulatory bodies for permission to issue its 
securities, but can issue and dispose of them without any outside 
iaterference. While this may be desirable from the standpoint of — : 
the promoters of holding companies, yet it cannot be in the interest 
either of the investing public who purchase the securities or of those __ 
who consume the product of its subsidiaries. 

It is now almost universally conceded that the public interest 
requires the supervision of the issues of securities of all public ser- 
vice corporations. Yet the holding company whose only source of 
income is from the stocks and bonds of its subsidiaries, which are — 
under the control of regulatory bodies, claims to have and does have © 
the right to issue and sell its securities without such supervision. 

It is argued, inasmuch as the subsidiaries are controlled by reg- | 
ulatory bodies, which fix the amount of stocks, bonds and other secur- 
ities to be issued, the price at which they can be sold, and which also 
determine the way in which money received can be expended, that, 
therefore, it is impossible for the owners of the utility to operate them 
except for the good of the public and that the conduct of the hold- _ 
ing company in the issue and sale of its securities can be of no concern 
to the public. With this contention I cannot agree. There are 
interests involved other than that of the operating company and that — 
of the immedite community served. The exercise by the state of — 
the power to regulate stock and bond issues of public utilities isnot 
necessary in the interest of the consumer unless the outstanding se- 
curities are to have some influence on rates. The state exercises _ 
this power not for that reason alone, but for the far stronger i re 
reason, that because they are public service corporations, the state im 
owes a duty to the public to see to it that the securities issued bear _ 
some relation to the value of the property charged with a public __ 
use. The credit and good faith of the entire country is involved. _ 
These securities are issued under the sanction of a charter issued by 
one of the sovereign states—five and one-half billion of them have 
already been sold—over three hundred million of them were sold 
abroad last year and four hundred million are being marketed each _ 
year. If the present ratio of growth continues, within twenty years, __ 
the amount of such securities will exceed the total amount of railway 
securities now outstanding. 

Mr. Homer in his address on this subject last March stated 
that “the national banks of the country had 13.4 per cent of their 
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investment holdings in utility issues.” Life insurance companies 
- and savings institutions are turning more and more to these securi- 


and the general investing public are deeply interested in the safety 
and stability of holding company issues. The value of these securi- 
ties rests wholly upon the earning power of the operating units which 


The tendency to over-issue holding company securities is ever 
_ present. The profits of the promoters of these companies are fixed in 


such securities. 
This tendency is very clearly illustrated by two typical cases in 

my own state. The Merchants Heat and Light Company of Indian- 
apolis, Indiana, was purchased in 1912 by the Merchants Public 
Utilities Company. At the time of the purchase there were out- 
standing $3,049,000 of bonds and $1,500,000 of common stock. This 
common stock was purchased by the Merchants Public Utilities Com- 

pany at 60 per cent of its par value. 

There was issued by the Merchants Public Utilities Company as 

a part of the transaction $2,000,000 of common stock and $1,100,000 
of 6 per cent cumulative preferred stock. The common stock } 
was in turn purchased by the American Public Utilities Company 
and what securities, if any, of the American Public Utilities Company 
were issued in payment of this does not appear from the record, but 
at any rate one and one-half million of common stock of the original — 
operating company was represented by at least double that amount _ 
of new securities in the hands of the subsidiary holding company. 
The Indianapolis, Columbus and Southern Traction line ex- 
tending from Indianapolis to Columbus, Indiana, was built and op- _ 
erated for years by private capital charging the lowest rate in the | 
state—1} cents per mile. It had outstanding bonds of $782,000 — 
and common stock of $910,000. Its owners caused its common _ 
stock to be increased to $1,840,000 and executed to the Interstate 
Public Service Company, a subsidiary of the Middle West Utilities 
Company, a lease for 999 years at $92,000 a year. In addition, the _ 
Interstate Company paid a flat sum of about $600,000 for the execu- _ 
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tion of the lease for which it issued $616,000 of the stock of the Inter- 
state Company. What, if any, additional stock was issued by the 
Middle West Utilities Company on account of the transaction is 
not disclosed as the Middle West Company is beyond the jurisdic- 
tion of our state. There was, however, as a result of the entire 
transaction, over one and one-half million dollars added to the securi- 
ties for which the particular utility is supposed to be responsible. 

Since the transfer of the property an application has been filed 
with the Indiana Commission for an increase in rates. In neither 
one of these cases did a single dollar go into the treasury of the oper- 
ating company, nor has the public received any benefit by way of 
reduced rates or improved service. I am somewhat familiar with 
the effect of holding company ownership and control in Indiana and 
the general rule has been largely to increase the volume of the securi- 
ties of the various properties without any compensating benefit in 
the way of increased operating efficiency, reduced rates or improved 
service, except where small cities and towns have been connected 
with a central station, a practice rapidly increasing whether the utili- 
ties are controlled by a holding company or operated independently. 

The price at which the securities of the holding company can 
be sold will be determined almost exclusively by the dividends paid 
upon the stocks of the subsidiaries, and, in order to find a market for 
its securities, the temptation will be ever present to strain every 
point to the declaration of the possible dividend upon the stocks of 
the subsidiaries in order to enhance the market value of its own 
securities. It cannot be said in answer to this that, by selling their 
securities, the dominant interests will lose control of the holding 
company. Experience has shown that a very small minority, con- 
centrated in the hands of a few insiders, can control the conduct of 
any large corporation, if its stock ownership is widely distributed. 
The larger the corporation and the more widely the securities are 
scattered the more easily can this be accomplished. We may not 
unnaturally expect that at favorable times these secondary securi- 
_ ties will be sold to the public and those who control the affairs of the 
holding company left with the minority interest. 

Regulatory bodies up to this time have been slow to interfere 
with the rates of public utilities, but it is not unreasonable to expect 
they very soon will show a disposition to do so. This tendency will 
be more pronounced if experiments in municipal ownership, now 
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under way, such as the Cleveland lighting plant and the quasi-public 
ownership of the Citizens Gas Company of Indianapolis, under what 
is known as the Potts plan, should prove successful and demon- 
strate that gas and electric current can be furnished permanently 
at the unusually low rates there obtaining. 

That the finding of commissions affect the market value of the 
securities is demonstrated by Mr. Homer when he stated “That as 
the result of rate hearings in New York, the stock of two electrical 
companies dropped 25 per cent to 30 per cent, the dividends of one 
company was cut 334; and of another entirely suspended, with a 
consequent hardship to the holders of those securities.” 

Should commissions, in the exercise of their power, attempt to 
reduce rates so as to impair the value of the securities of holding com- 
panies, then the public interest would become involved and the ac- 
tion of the commission would be influenced by the effect any decision 
they might render, would have on the value of the securities of the 
holding companies. 

As these securities have been issued under the sanction of laws 
enacted by legislative bodies representing the people, commissions 
hesitate to adopt a rate that would largely impair and sometimes 
completely destroy their value. 

The Commercial and Financial Chronicle, under date of October 
24, 1914, urges the granting of the 5 per cent increase in freight rates 
and assigns as one of the reasons that from 15 per cent to 32 per 
cent of the assets of the savings banks and life insurance companies 
of the East and from 10 per cent to 20 per cent of the assets of our 
educational and benevolent institutions are invested in railway 
securities and that a failure to grant the increase would greatly 
injure these institutions. 

It further urged the increase on the ground that vast sums of 
such securities are held abroad and a failure to grant the increase 
would impair the credit of the railways abroad and not only make it 
impossible to develop them so as to care for the expanding needs of 
the country, but that the credit of the whole country would be im- 
paired by their failure to act favorably to the carrier. 

The same influences will be at work on regulatory bodies should 
any widespread attempt be made to reduce public utility rates in 
our country and commissions, in adjusting rates, will be compelled 
to decide between the communities served by the utility, on the one 
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hand, and the investors in these securities, on the other. Those who 
are now protesting most vigorously that the securities issued by hold- 
ing companies can have no possible influence on commissions will 
then be asserting that any action that would in any way impair the 
value of such securities is not only inherently wrong, but would in- 
jure the general credit and retard for years the proper development 
of our public utilities. 

While this argument has no sound foundation from a legal point 
of view it will appeal to the sense of fairness and conscience of the 
regulatory bodies and exert a potent influence on their decisions. 

Again, the complexity of control exercised by the holding com- 
pany tends to obscure the truth and make more difficult the regula- 
tion of rates. The question as to the proper amount to be charged 
against the operating company of overhead, supervision, legal ex- 
penses, interest charges and rental of appliances owned or controlled 
by the holding company, often necessitates an inquiry into the busi- 
ness of the holding company which is frequently without the juris- 
diction of regulatory bodies. The public service commission of 
Massachusetts in the Middlesex and Boston rate case decided Octo- 
ber 28, 1914, says: 


Control of a street railway company or holding company which loans large 
sums to the street railway company which controls a company selling power to 
the street railway company and also owns a park company to which large 
annual payments are made by the street railway company is obnoxious to 
sound principles of corporation management and confusing to a proper regu- 
lation by this Commission. Such control and interlocking management calls 
in question the validity and advantages to the street railway company of all 
contracts made with the holding company or in any way growing out of the 
common control. 


It is interesting to note that the commission found in this de- 
cision that the holding company which also controlled a park and 
amusement company, caused the operating company to make such 
substantial payments each year to the maintenance of the amuse- 
ment and park company as to enable it to pay an average of 
25.89% annual dividends upon its capital stock, while the operating 
company itself was only earning 4.59%. The commission further 
found that the holding company was also charging its operating 
company 14% to 2% interest in excess of the rates paid by the 
holding company. 
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___ This situation is not peculiar to the Massachusetts case, but 
no doubt exists in many other instances, making the work of the 
regulatory bodies more difficult and confusing the issues involved in 


a ~ each case where the utility is being operated by a holding company. 


It has been a common practice for holding companies to ac- 
quire a majority only of the stocks of the operating utility. This is 
a practice that should be absolutely prohibited. No corporation 


| . _ should ever be permitted to acquire a part of the property and then 


to use the whole of it in its own interest. A mere reference to the 
finding of the Massachusetts commission in the Middlesex and Bos- 
ton case shows a few striking instances of how easy it is for a hold- 
ing company to use a property for the benefit of itself and against the 
interests of the minority stockholders of the operating company. 
We are told every day that business is being depressed and the 
_ proper development of our country retarded by the increasing tend- 
ency of state and national governments to interfere in the manage- 
_ ment of public service and other corporations. 

Our public utility companies are not finished. They are in proc- 
ess; are constantly calling, and in increasing amounts, for new cap- 
ital. They must be kept on good trading terms with the investing 
public, or the whole experiment of private ownership and public 

regulation will fail and the country be driven to public ownership, 
something to be avoided until such time, at least, as the administra- 
tion of municipal affairs can be completely divorced from partisan 
politics. If regulation is to limit, as it should, the profits of share- 
holders, it should protect all investments honestly and prudently 
made or their will be no investment. If regulatory bodies, in the 
interest of the public, are to regulate and control all the securities 
issued by the utilities, then, in my opinion, that same public interest 
- must in the end require the regulation and control of holding com- 
panies, whose sole business it is to operate these utilities, and issue 
and sell to the public, stocks and bonds based upon their securities. 
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KAIsER, JOHN Boynton. Law, Legislative and M unici pal Reference Libraries. 
Pp. xxi, 467. Price $4. Boston: The Boston Book Company, 1914. 


The general reader will not appreciate this book but to those whose work 
falls within its field it will be highly valuable. It is a manual and biblio- 
graphical guide to the materials and methods of three types of special libraries. 
The discussions of the problems involved in making the collections of the 
greatest use are clear and practical. The arrangement of subject matter in 
the book is excellent. The sample bibliographies are highly suggestive though 
the library worker will often wish that the limitations of space had not pre- 
vented their being made more exhaustive. 


Keiter, H. American Shipping. Pp. xx, 144. Price,6M. Jena: Verlag von 
Gustav Fischer, 1913. 


This volume by Dr. Keiler of the University of Kiel, Germany, contains 
a concisely written history of American shipping which, now that for the 
first time since the Civil War there are signs of future progress, is of timely 
historical and statistical importance. It divides American shipping in the 
foreign trade into the usual historical periods which have repeatedly been 
recognized by previous writers on American trade and shipping: (1) the colo- 
nial period, (2) the period of Confederation, (3) shipping under protection 
(4) shipping under reciprocity and (5) the period 1860-1912. 

Most of the information is obtained from secondary works, particularly 
those by W. L. Marvin, E. R. Johnson, W. W. Bates, J. R. Smith, J. R. Spears 
and J. R. Soley. It, however, contains additional data collected from public 
documents and various American ship owners and dockyard managers, all 
of which are systematically arranged and clearly presented. In addition to 
the detailed history of American shipping engaged in the foreign trade it 
contains briefer accounts of the American coasting trade and the present 
shipping policy of the United States. Although issued in Germany, Dr. 
Keiler’s book is published in English so as to make it more readily available 
to American readers. 


Marot, Heten. American Labor Unions. Pp. ix, 275. Price, $1.25. New 
York: Henry Holt and Company, 1914. 


In the face of many discouragements, the author sets out, as she states, 
“to give the labor union viewpoint of labor union policies and methods which 
characterize the labor organizations of national reputation.’’ Writing as a 
member of the American Federation of Labor, Miss Marot is in a position to 
state with some fairness the attitude of the American labor union. 
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The subject matter of the book is inclusive. The author begins with a 
discussion of labor unions and philanthropy, and devotes her final chapter to 
direct action. The eighteen intervening chapters are occupied first with dis- 
cussions of specific organizations—the American Federation of Labor, the 
railroad brotherhoods, the Industrial Workers of the World, and the Women’s 
Trade Union League. The following chapters are devoted to specific labor 
problems: The strike in its various phases, the union label, boycott, arbitra- 
tion, limitation of output, and the like. The author also presents a chaptes 
on scientific management, and one on labor in politics. 

The book is written in a sympathetic rather than a critical spirit, and 
the reader has a vague feeling that, all things being considered, the book 
might have been made more authoritative in tone. Lacking a peculiar popu- 
lar appeal, an effort should have been made to give a more scientific aspect 
to the work. A brief book on so large a subject may be scholarly or unschol- 
arly, but it must be cogent and forceful. 
liness to brevity without gaining either cogency or force. 


Rusinow, I. M. Was Marz Wrong? Pp. 62. Price, 30 cents. New York: 
The New York Call, 444 Pearl St., 1914. 


A searching pro-socialistic analysis of facts and figures which appeared 
in Simkhovitch’s Marzism vs. Socialism. The similarity between Simkhovitch 
and Bernstein in plan and content is emphasized. 

Tompson, Stason, (Ed.) The Railway Library, 1913. Pp. 469. Price, 50 
cents. Chicago: Bureau of Railway News and Statistics, 1914. 


The fifth annual issue of the Railway Library, like the preceding issues, 
contains a compilation of articles on the subject of railway transportation 
and a concluding chapter presenting a mass of statistical information con- 
cerning American and foreign railways. The articles compiled this year con- 
sist in the main of notable addresses and papers prepared during 1913 by men 
who have come to represent the best thought of the country in the discussion 
of railway problems. The statistical chapter contains the most up-to-date 
information available in regard to railways, presented in the form of tables, 
interspersed with explanatory paragraphs. Mr. Thompson also devotes the 
text in a large measure to the presentation of arguments for an increase of 
freight rates on American railroads, and to criticisms of the present methods 
of railroad regulation. 


REVIEWS 


Asuiey, Wituiam J. The Economic Organisation of England. Pp. viii, 213. 
Price, 90 cents. New York: Longmans, Green and Company, 1914. 


A series of eight lectures delivered in the Colonial Institute of Hamburg 
in 1912 makes up the contents of this volume. In these lectures Professor 
Ashley gives a concise and interesting history of the economic organization of 
England since the thirteenth century; showing the development of the agrarian 
system from the manor to the modern farm; describing the rise of foreign 
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trade; depicting the growth of manufacturing through the various stages of 
family system, gild system, domestic system and factory system; empha- 
sizing throughout the gradual evolution of the modern capitalistic organiza- 


tion of industry, and tracing the changes which took place in the relation of 
labor to the other factors of production. 


Although presenting a large subject within a very brief compass, Professor _ 


Ashley has accomplished his purpose with signal success. Each important — 
feature of the economic history of England is treated in a clear and inter- _ 
esting manner, and a student desiring to secure a general notion of the entire 
field could find no work better suited to his needs than this one. Furthermore 
Professor Ashley has achieved in a most admirable manner the lecturer’s 
ideal; he gives a comprehensive picture of the important and striking features 


of his subject and at the same time he instils in his audience a desire for further — | 
investigation and study by continuously calling attention to correlated topics __ 


of a subordinate nature, the details of which his lack of time does not permit 
him to consider. He keeps, as it were, to the main road of travel, but he 
points out innumerable alluring branch roads and by-ways which one feels — 
irresistibly impelled some day to return to and explore. 

An appendix gives a short list of the best books dealing with the various 
subjects treated in each of the lectures. 

T. W. Van Metre. 
University of Pennsylvania. 


Brearp, Cuas. A. and Mary Ritter. American Citizenship. Pp. xiii, 330. 
Price, $1. New York: The Macmillan Company, 1914. 


The authors have designed a civics book intended primarily for use in 
high schools. They make two notable departures from the generally accepted 
civics books. On the one hand, they insist that since “‘the vast majority of 
pupils in the high schools are girls,’’ a civics book concerning itself with the 
problems of the entire community, should be so constructed that it deals with 
the civic problems of women as well as with the civic problems of men, and 
this entirely irrespective of the relation of women to the franchise. The 
second departure which the authors make involves an approach to the civics 
problem through the federal, rather than through the local, government. 
“The chief point usually made in favor of approaching through local govern- 
ment is that it is more concrete and simpler. We have come to the conclusion, 
on carefully weighing the matter, that this argument is largely illusory; that 
the concreteness and simplicity are more imaginary than real. The federal 
post office is as concrete as the town hall and the ways of Congress are not 
more mysterious than the devious methods of the town caucus which con- 
stitutes the ‘invisible’ local government.’’ This argument carries with it a 
large measure of appeal. 

The book is carefully divided into three parts—one dealing with human 
needs of the government, a second with the machinery of government—officers, 
elections and parties, and a third with the work of government. In places 
the book sounds somewhat too technical for high school purposes. Generally, 
however, it is well-written and admirably put together. This book, which 
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is in reality a combination of what is generally called civics and sociology, 
emphasizes the necessity for the definition of civics and sociology in a high 
school course. Certainly the high school civics of the future will depart from 
the technical discussions of government machinery. The extent of this de- 


parture must remain a matter of speculation. 
Scorr NEARING. 


University of Pennsylvania. 


Crow, Cari. America and the Philippines. Pp. xi, 287, Price, $2. New 
York: Doubleday, Page and Company, 1914. 


The American newspaper man does much to popularize the work of more 
serious writers. Carl Crow does a service of this sort. The volume is not the 
product of “thorough study”’ as its advertisement avers but it puts in sketchy, 
readable form a summary of the conditions under which our government works 
in the islands and the results it has achieved. The first chapters describing 
the people and their history contain not a few slips and overstatements, but 
the latter portion of the book describing present day conditions is a sub- 
stantially accurate account relying in great part upon official documents and 
is written in a style which will carry a large body of information to the reader 
without excessive brain work. 

The chief conclusions at which the author arrives justify the policies 
followed by the government. He outlines the improvement in sanitation, 
communication and education. He concludes that the Filipino still has in 
fact only a remote influence upon actual government and that this condition 5 
must be maintained at least until the old class educated in the Spanish régime 
becomes the minority. Otherwise caciquism would reappear in its old | 
vigor and all that has been accomplished would be lost. The successes of 
American occupation do not, however, blind the author to its mistakes. He 
evidently believes the tariff policy which we have pursued in regard to the 
islands to have been unfortunate. The expenditures in road-building might 
have been much less had proper consideration been given to local conditions 
of rainfall. Financial disturbances could have been forestalled by prompt 
action by the government and more skillful handling of the relations between 
Filipino and American might have brought a basis for mutual respect instead 
of distrust. 

This is not an exhaustive treatise but its popular way of presenting the 
problems of our greatest island colony will help to make the American public 
realize the importance of a task to which they are now prone to give little 
attention. 
Liorp Jones. 


University of Wisconsin. 


Le Roy, James A. The American in the Philippines. Pp. xxviii, 774. Price, 
$10. Boston: Houghton, Mifflin Company, 1914. 


= The works of Blount and Worcester have given us from different points 


of view what our government has accomplished in its most important colonial 
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experiment. Their works deal chiefly with what the government did after 
the period when American control was decided upon and established. Mr. 
Le Roy had intended his work to present a detailed review of conditions from 
the outbreak of the native revolt against Spain to the end of the first five 
years of American occupation. During the latter portion of this period he 
was employed as secretary to the second Philippine commission and had access 
to facilities at the hands of but few students. Only the period up to the 
beginning of his residence is covered in these carefully written volumes. They 
are, therefore, an excellent supplement to the first works mentioned. 

In the official position he held, Mr. Le Roy had continually brought to 
his attention questions relating to the policy of the government in retaining 
the islands and later questions dealing with the degree to which self-govern- 
ment should be extended to the inhabitants. Under these influences he 
became a staunch opponent of the proposals of the “‘anti-imperialists.’’ The 
partisan character which this question came to have has not, with a few excep- 
tions, however, warped his judgment in the treatment of conditions existing 
in the period of which he writes. 

Throughout these volumes there is evidenced a full appreciation of what 
Spanish colonization has done for the islands. The author finds their con- 
dition markedly improved by the economic and social changes introduced 
and the comparative peace which the civilization brought. On the other hand, 
he portrays also the shortcomings of the old colonial régime, its undue empha- 
sis on religious control of the natives, the resulting friction between civil 
and religious authorities, the mistaken tax and educational policies and the 
general failure to adopt the measures made necessary by changed economic 
conditions. 

The first volume gives a review of Philippine affairs in detail from the 
outbreak of the revolt against Spain to the transfer of authority to the United 
States by the treaty of Paris. Philippine unrest is shown to have been un- 
organized but formidable, the Spanish policy in dealing with it, pusillanimous 
and halting. Rizal, the posthumous national hero of the Filipinos, is made to 
play a more important part as a prophet and leader than many historians 
will accord him, though his personal shortcomings are by no means discounted. 
The American occupation is pictured as involving no real military difficulties. 
The relations between the American government and Aguinaldo are discussed 
in detail, the author’s conclusions being in general in support of the conten- 
tion that the Americans were straightforward in their dealings with “the 
little brown men.”’ The discussion of the treaty of Paris is interestingly done 
especially in the portion which deals with the personal views of the nego- 
tiators as to what should be done with the islands. The second volume is a 
detailed history of the Philippine insurrection and is of less interest to the 
general reader. This is one of the best discussions which have appeared of 
the conditions confronting our government in the first years of its control of 
the archipelago. 


University of Wisconsin. 
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MircHE.L, Sypney K. Studies in Taxation under John and Henry III. Pp. 
xiii, 407. Price, $2. New York: Yale University Press, 1914. 


a” ae Few aspects of constitutional development in the mediaeval period of 
. i. English history are more important than taxation; none has been more sadly 
_ neglected by historians. This book represents the first attempt to make a 

“ systematic and comprehensive survey of the subject even within a limited 


7 period. For, although the author modestly designates his work ‘‘Studies,’’ 
his object is ‘‘to give as complete an account as possible of each tax levied 
during the reigns of John and Henry III, presenting all the material in print 
and as much from the unprinted rolls as could be gathered within a limited 
time’ (p. vii). This goal has not been quite reached, since all published 
material has not been utilized. Nevertheless the author has extended his 
research over a wide range, and the product is of solid worth. He has per- 
formed a substantial service for students of the English constitution. 
: Although both royal and papal taxes imposed during the period are con- 
sidered, the former occupy by far the more prominent place. Of the royal 
revenues only those classed as extraordinary are treated, namely, aids, scutage, 
tallage, dona, carrucage, and taxes assessed on personal property. Each 
levy of each of these taxes is dealt with in chronological order. The chief 
points discussed are ‘“‘the occasion and the circumstances under which it 
é was levied, the incidence, the assessment and collection, and the amount 
yielded”’ (p. 9). This method has rather mechanical results and produces 
some repetition, but we are assured that ‘‘in no other way can the facts of the 
taxation of the period be presented”’ (p. 9). It has the decided advantage of 
rendering the material conveniently accessible for reference. In a final chap- 
ter, which is entitled “‘Summary,’’ though it occupies a quarter of the book, 
the author presents his conclusions concerning the nature and significance 
of each royal tax and concerning the relation of the great council to taxation. 
On all these aspects of the subject Professor Mitchell has brought to light 
- a large number of new facts. He has also corrected many erroneous state- 
ments made by previous writers, though he rarely indicates such corrections. 
On the whole it is our detailed knowledge of these taxes which is revised 
rather than our broad conclusions as to their significance. Professor 
Mitchell’s results do not for the most part controvert the generally accepted 
views with regard to the influence of taxation on the constitutional develop- 
ment of the thirteenth century. Yet their importance should not be under- 
estimated. In many significant particulars they modify or broaden the ac- 
cepted views. This is notably true with regard to scutage, which is treated 
at greater length and more thoroughly than any of the other taxes considered; 


c i but on no phase of the subject is there failure to increase our store of 
information. 
a : a While Professor Mitchell’s contribution is of large proportions, it should 
=>, bs be kept in mind that his work is of the pioneer type. Much still remains 


e |, to be done, as he would doubtless be the first to acknowledge. In fact he 
informs us himself that the manuscript sources have not been fully utilized. 
He appears to have confined his attention to the manuscripts in the public 
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record office, where he seems to have investigated pretty thoroughly the 
fiscal accounts of John’s reign and a part of the enrollments made by Henry’s 
chancery and exchequer. But he does not make use of all the material relat- 
ing to the subject in the public record office and there is much outside that 
depository which he has not used. How much new light these records might 
cast on the taxation of laymen the reviewer cannot say, although they cer- 
tainly contain some valuable evidence. Concerning clerical taxation a large 
amount of information is still buried in them. Professor Mitchell, for exam- 
ple, does not state the yield of the triennial tenth of clerical income granted 
to the king in 1265. The sums produced in several dioceses are entered, how- 
ever, in the Patent Roll for 53 Henry III. This roll is now calendared, but 
was doubtless published too late to be of service to Professor Mitchell. Copies 
of several of these entries, however, are printed in Prynne’s Exact Chrono- 
logical Vindication (III, pp. 1050-1054)—a work which supplements the present 
at various other points. Additional details about the administration of this 
tenth may be found in the Exchequer K. R. Accounts and the Clerical Sub- 
sidies at the public record office, in two cartularies at the British Museum 
and in documents among the muniments of the Dean and Chapter of Canter- 
bury and the Dean and Chapter of Westminster. The situation is similar 
with regard to several of the taxes levied on the clergy. 

The work is further rendered defective by a number of loose or inaccurate 
statments. These are apparently due in part to the occasional uncritical 
acceptance of a chronicler’s narrative. At page 267, for example, the author 
says “in the same year [1246], the pope made another demand for money, 
from certain clergy half of their revenues, from others a third, and from others 
a twentieth, all for three years.”” He gives no explanation of the nature of 
the tax beyond this vague one based on the prejudiced and inaccurate accounts 
of Matthew of Paris and the Burton annalist (note 55). As a matter of fact, 
there were two taxes, one for the benefit of the Holy Land, one for the benefit 
of the tottering Latin Empire of Constantinople. Both were decreed by the 
council held at Lyons in 1245. If he had glanced at the official acts of this 
council (e.g., Hardouin, VII, pp. 390-395), he might have given a more nearly 
complete and correct description of these taxes. He certainly would have 
avoided the erroneous remark about their apportionment made in note 54. 
Some of the questionable statements are due, on the other hand, to loose 
diction or to careless reading of the sources. He says, in speaking of a 
fortieth levied by the king in 1232: “The levy was paid by . . . . all 
churchmen except the beneficed clergy who were specially exempted in the 
writ’’ (pp. 201-202). The writ mentioned reads “Sciatis quod archiepiscopi, 
episcopi, abbates, priores, et clerici terras habentes quae ad ecclesias suas non 
pertinent . . . . concesserunt’’ (Stubbs, Select Charters, 8th edition, p. 
360). The exemption is granted on land held by frank almoin; beneficed 
clergy holding lay fees had to pay the tax on them. Professor Mitchell him- 
self subsequently mentions several bishops who paid the tax (p. 204). Again, 
he says of a tenth imposed on the English clergy by the pope in 1229: “the 
pope sought to levy it on the actual value of the property and revenues.” 
In a note he quotes the words of several chroniclers as his author- 
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ity. These | quotations, however, are so conflicting that it is impossible to 
_ decide from them whether the tax demanded was a tenth part of the estimated 
value of property, or a tenth part of the estimated income from property, 
or both (as Professor Mitchell implies). The confusion could easily be re- 
moved by reference to the papal letters on the subject, where it is called 
‘“‘decimam omnium reddituum et proventuum”’ (The Register of S. Osmund, 
edited by Jones, Rolls Series, II, pp. 147, 148). 

These are not isolated examples of incompleteness and inaccuracy. They 
are cited, however, not so much for the purpose of impugning the general 
accuracy of the work, as for the purpose of emphasizing its tentative character. 
There is no doubt of the soundness of the major portion of Professor Mitchell’s 
_ work, and his historical honesty is exemplary. His pages are crowded with 
_ references to authorities, which enable the reader easily to assure himself 
- about the correctness or fulness of any statement. The book should receive 
a hearty welcome as a much needed and distinctly important addition to - 
literature. 


_ §Sxesonm, F. Customary Acres and Their Historical Importance. Pp. xiii, 
274. Price, $4. New York: Longmans, Green and Company, 1914. 


These unfinished papers were begun by the late Mr. Seebohm in hope 
that they might furnish the European background of his well known studies. 
The work was planned on too vast a scale and remained incomplete at his 
death. Enough had been accomplished, however, to exhibit the possibilities 
of the project and to justify publication. “If it can be shown that the British 
customary acres . . . . form a normal group coinciding with a corre- 
sponding normal group on the other side of the channel similar in area and 
in the form of 1 x 10, like those in England, these customary acres will take 
a place of new interest in economic inquiry. It may be possible to follow 
them back to the central home from which the Celtic tribes or possibly earlier 
immigrants wandered into the western extremities of Europe bringing with 
_ them as part of their racial possession whatever of civilization they had already 
attained to, whether derived from a still earlier home, or gathered since their 
settlement in Central Europe, from the agricultural methods of the great 

_ corn growing regions of the nearer or farther East”’ (p. 7). 
os The search for this central home carries Mr. Seebohm to the delta of the 
Danube and to the valley of the Po. The relations of land measures and 
lineal measures of distance are indeed suggestive of social contact, though 
many will no doubt be somewhat skeptical of the precise nature of this con- 
tact. The inquiry is then pushed further afield by studies of the Mediter- 
= basin. The influence of the Graeco-Roman world upon measures of 
land and of distance seems to have been considerable, more considerable than 
most students of open field husbandry have been inclined to suppose. It 
would be strange, but not passing belief, if such a study of measures and 
~-7- lands should weeetey furnish a connecting link between the open 
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fields of the middle ages and the agriculture of classical antiquity. The 
“shell’’ of the open field village, which Mr. Seebohm has already made the 
basis of much significant speculation, thus seems to receive new and myste- 
rious meaning in these posthumous pages. 

 ABBorr Payson USHER. 
Cornell University. 


VinoGcraporr, Pau (Ed. by). Ozford Studies in Social and Legal History 
Vol. IV. Pp. vii, 403. Price, 12/6. Oxford: Clarendon Press, 1914. 


This volume contains two monographs: The History of Contract in Early 
English Equity, by W. T. Barbour; The Abbey of St. Bertin and its Neighbor- 
hood, 900-1350, by G. W. Coopland. Both studies exhibit to a marked degree 
the intensive utilization of special sources that characterizes the series, but 

this volume is not as interesting to the general student as its predecessors. 
_ The subjects are in themselves of special appeal and the results are not suffi- 
- ciently coérdinated with the general problems to which they are related. 

; Professor Barbour’s study of contract in equity utilizes new material 
- much of which is unpublished—the petitions presented to the chancellor. 
- Accounts of the development of chancery furisdiction have hitherto been 
_ founded primarily upon the text writers. Some petitions have been published 
but so small a portion of the total mass available that no conclusions could 
- be drawn. Between the accession of Richard II and the early years of Henry 
VIII there are preserved 377 bundles of petitions covering approximately 
— 300,000 cases. These have been examined by the author with particular care 
_ during the early period, and by an adequately selective process for the later 
period. The material is defective with reference to a general study of chancery 
jurisdiction because barely one-tenth of the petitions are endorsed with the 
judgment. The evidence here available thus adds little to our knowledge 
of the legal doctrines underlying decisions or of the sources from which the 
chancellors derived the essential principles of their jurisprudence. The peti- 
_ tions throw considerable light, however, upon the chronology of equity juris- 
_ diction, and it appears that the chancellor had built up a considerable series 
of precedents in contract before the common law began to compete with its 
rival remedy afforded by the action of assumpsit. 

The interest of the monograph is thus much narrower than its title would 
suggest. No attempt is made to trace the doctrines to their source. Pro- 
fessor Barbour is inclined to regard the canon law as the most significant 
influence, but it would seem that the law merchant must have furnished some 
notions. There is reference to the substantially appelate jurisdiction of the 
chancellor in cases involving the law merchant, but the relation of equity to 
the law merchant is not treated systematically. Probably the petitions throw 
little light upon the subject, and the author confined himself largely to the 
evidence of the petitions. The common law doctrines are concisely stated 
in excellent introductory chapters. 

Mr. Coopiand’s study of the manuscript and printed materials concern- 
ing the Abbey of St. Bertin in Artois contains excellent chapters on status, 
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modes of tenure, and systems of culture. The earlier chapters contain little 
that is significantly new or of general interest. The discussion of the legal 
rights and economic well-being of the peasants is stimulating. Mr. Coopland 
emphasizes the need of distinguishing between improvement in legal status 
and increase in material well-being. By 1300 there was little serfdom in Artois, 
but the material condition of the peasants left much to be desired. The rise 
out of serfdom in this district, the so-called Gulf of St. Omer, was closely 
associated with the effort to reclaim waste or to restore to cultivation land 
that had relapsed to the wild state during the period of Norman incursions. 
It is interesting to observe also the excessive subdivision of the holdings. The 
process of division had been carried as far in the fourteenth century as in the 
nineteenth, and Mr. Coopland concludes that “ ‘the curve of morcellement’ 
has changed position and direction more than once in the course of the Middle 
Ages and Modern‘times.”’ 


Cornell University, 
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‘service corporations toward, 9. 
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159. 
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Assessment, uniformity of, 131. 


Baxer, M. N. Municipal Ownership 
and Operation of Water-Works, 
279-281. 
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California commission: Criticisms of, 
in the Monterey Gas and Electric 
Light Case, 67; rule of, in regard 
to public utilities, 102, 103. 

Certificates of convenience and neces- 
sity, applications for, 161, 180. 


Chicago: Advantages of, in securing 
expert advice on public utility 
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public utilities in, 171-172; causes 
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tribution system, 39; lighting cost 
statistics in, for 1913, 37; number 
of street lamps in service in, in 1913, 
38; organization of public service 
department in, 171; receipts from 
public utilities, in 1913, in, 171; 
scale of wages paid to municipal 
electrical workers in, 38-39; with- 
out regulation, 58. 

Cities: Demand of, on public service 
corporations, 120; problems of, 277. 
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Control: Abuses leading to demand 
for, 56; dangers of concentration of, 
17; under the home rule scheme, 57. 

_ Codperation: Importance of, between 

city and transit company, 29; lack 

of, in municipalities of the United 

States, 33; of municipalities, as a 

means of abolishing interlocking 

directorates, 49; of various cities as 
arranged by the Mayors’ Confer- 

ence, 43. 

_ Corporations, conversion of, to regu- 

lation, 9; formation of, 164. 

Councils, action of, contrary to inter- 
ests of public, 257. 

Crosser, Rospert. Why I Believe in 

Municipal Ownership, 282-292. 

Curley, James M., remarks of, 274. 


Day, Cuaries. A Constructive Pol- 
icy for Public Service Corporations, 
83-93; see also 114-117. 


Democratic institutions, the working 
out of, by Canada and United 
States, 4. 

Detroit: Gas rates in, 79; street rail- 
way rates in, 79; street railway 
system in, 79. 

District of Columbia, government of 
the, 274-275. 

Donovan, Jeremiah, result of address 
by, to people of South Norwalk, 
230. 

Dresden, municipal revenues in, 121. 

Duluth, effect of municipal ownership 

in, 78-79. 


Economic and social conditions, shift- 
ing of, 163. 

Efficiency: Demands of, as a reason 
for abolishing interlocking direc- 
torates, 48; how to obtain economy 
and, 87; in management, facts need- 
ed to insure, 48; in public adminis- 
tration, periodic change in office 
drawback to, 242-243; methods of 
obtaining maximum power plant, 
86; under holding companies, 308- 
309, 316. 

Electric current, economical and con- 
tinuous generation of, 85; sale of, 
88. 

—— rates: In Kansas City, 77-78; in 
Pasadena, 78; in Seattle, 76-77; in 
various cities of the world, 252; 
in Winnipeg, 77. 

—— service, increase in number of 
users of, in Toronto, 252; rates for 
South Norwalk, 238-241. 

—— utility: Plans of Pasadena for 
installing a, 209; requirements in 
the case of a, 126. 

Electrical energy: Furnishing of, by 
Pasadena, for commercial light and 
power purposes, 211; profitableness 
of serving residence section of Pasa- 
dena with, 216-217; rates for, in 
Pasadena, 219. 
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Electricity, increase in number of 
residences using, for lighting pur- 
poses, 236. 

—— supply, municipalization of, 204. 

Erickson, Hatrorp. The Advan- 
tages of State Regulation, 123-162. 

EsHLeMAN, JonN M. What Regula- 
tion Must Accomplish If It is to 
be Permanent, 94-110. 

Europe, municipal ownership in, 194. 

Expenses: Apportionment of, between 
branches of service, 134; classifica- 
tion of, 134. 

Express, establishment of municipal, 
in Bradford, 201. 


Franchise: Of Minneapolis Gas Com- 
pany, 74; the indeterminate, 9. 

—— corporation, corruption of Amer- 
ican city due to, 207. 

—— regulation, objections to, 127- 
128. 

Franchises: Comparison between gas 
and electric company, 35; granting 
of, 164; limit of, in Great Britain, 
195-196; objections to short term, 
139. 


FRANKFURTER, The Utilities 


Bureau, 293-294. 


Gallagher, Andrew J., remarks of, 
52-53. 

Gas, municipal ownership of, in Great 
Britain, 203-204. 

—— lamps, replacement of gasoline 
lamps by, 42. 

—— rates: In Detroit, 79; in Indian- 
apolis, 76. 

Glasgow: Controversies in, between 
companies and employees, 196; op- 
eration of street railway in, 270. 

Going value: Facts upon which it de- 
pends, 157-158; position of Wiscon- 
sin Commission on, 158; problems 
presented by, 68. 

Gooprics, J. P. The Public Welfare 
and the Holding Company, 323-334. 


Governmental] powers, scope and dis- 
tribution of, 163, 297. 

—— regulation: As necessity for pro- 
tection of public, 124; constructive 
policy predicated upon, 83; func- 
tions of, 164. 

Great Britain: Advantages of mu- 
nicipal ownership in, 197; cost of 
construction of street railways in, 
197; early policy of, 195-196; extent 
of municipal ownership in, 195; 
financial operation of street railways 
in, 199-200; growth of movement 
for municipal ownership in, 197; 
limit of franchises in, 195-196; 
motives of operation of street rail- 
ways in, 198; municipal ownership 
in, 196, 290-291; provisions for com- 
fort on street railways in, 198; rate 
of fare of street railways in, 198- 
199; tramway construction in, 197; 
zone system of street railways in, 
198. 

NATHANIEL T. The Reg- 

ulation of Municipal Utilities, 20- 

27. 


Harrison, Carter H. The Regula- 
tion of Public Utilities, 54-61. 

Henderschott, F. C., remarks of, 
297-299. 

Hocxen, H. C. The Hydro-Electric 
System in Toronto, 246-253; see 
also 4-6; 112, 117. 

Holding companies: A means of safe 
investments, 307-308; ability of, to 
facilitate financing, 306-307; ad- 
vantages of, 306, 316, 317, 326, 328; 
bad effects of, 306; charge brought 
against, 314; commercial depart- 
ment of, 319; comparison between 
privately operated utilities and, 
328; competition under, 316; dan- 
ger to public welfare arising from 
operation of, 323; efficiency ob- 
tained under, 316; extent of, in the 
United States, 327; financial affilia- 
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tions of public utilities with, 322; 
greater efficiency secured by, 308- 
309; growth of, 325; importance of, 
311-312; important features of, 317; 
necessity of organizing, 325; rea- 
sons for the existence of, 306-311; 
tendency to over-issue securities of, 
330. 

CoMPANIES AND THE Pvus- 
tic Wetrare. Charles F. Mathew- 
son, 305-312. 

Companies, Puspiic Ap- 
VANTAGES OF. Francis T. Homer, 
313-322. 

Holding company: Definition of a, 
305, 313, 323; the first, 323. See 
also Holding Companies. 

CoMPANY, THE PusLic WEL- 
FARE AND THE. J. P. Goodrich, 
323-334. 

Home Rule, in New York, 186. 

Home Ruts, Tae Case For. Charles 
E. Merriam, 170-174. 

Home Rule League of Pennsylvania. 
See Municipal Home Rule League 

of Pennsylvania. 

Homer, Francis T. Public Advan- 
tages of Holding Companies, 313-322. 

Howe, FrepericC. Municipal Own- 
ership—The Testimony of Foreign 
Experience, 194-208. 

Hughes, Governor, attitude of, to- 
ward regulation, 64. 

Hydro-electric power commission of 
Ontario; Duties of the, 246-247; 
members of the, 247 ; work of the, 247. 

Hypro-E.tectric SysTEM, THE, IN 
Toronto. H. C. Hocken, 246-253. 


Indeterminate franchise, attitude of 
public service corporations toward 
the, 9. 

—— permit: Advantages of, 138-139, 
160; definition of, 137-138; essen- 
tials of regulation possible under 
an, 140-141. 

Indianapolis, gas rates in, 76. 


Industrial Bureau, creation of an in 
Boston, 274. 

Inefficiency in municipal govern- 
ment, financial loss due to, 264- 
265. 

Initiative, referendum and recall, in 
Pasadena, 217. 

Inter-city helpfulness, program of, 
295. 

Interlocking directorates: As creator 
of great financial power, 48; busi- 
ness carried on under, 47-48; co- 
operation of municipalities as a 
means of abolishing, 49; demands 
of efficiency as a reason for aboli- 
tion of, 48; in Chicago, 172; means 
used to abolish, 48-49; New Haven 
tragedy as a result of, 48; reasons 
for abolishing, 47-48; tendency of, 
to obscure truth, 46; Utilities 
Bureau as a means of abolishing, 
49, 

INTERLOCKING DIRECTORATES. 
D. Brandeis, 45-49. 

Interstate Commerce Commission, 
valuation of American railroads 
by, 107. 


Louis 


Jones, Stites P. What Certain 
Cities Have Accomplished With- 
out State Regulation, 72-82. 


Kansas City, Kansas, electric rates in 
77-78. 


Killowatt hour rate, fallacy of 
straight, 89. 
Korner, C. WELLINGTON. Pasa- 


dena’s Municipal Light and Power 
Plant, 209-227. 

Land values, development of, 17. 

Lighting: Questions as to kind of, 
35; reasons for bettering quality 
of, 36. 

—— plants, as essential to a city in 


the performance of its govern- 
mental functions, 15. 
—— rates: In various 


cities, 42; 
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reasons for difference of rates in 
different cities, 34; reasons for 
high, 33; in Pasadena, 220-221. 

Lights: Electric tungsten, in residen- 
tial streets, 41; quantity of, in 
various cities, 37; reasons for vari- 
ous types of, 36; rules for economic 
distribution of various kinds of, 37. 

LocaL AND State REGULATION, THE 
DIsTRIBUTION OF FuNcTIONS BE- 
TWEEN. Milo R. Maltbie, 163-169. 

Local commission: Arguments for a, 
57; establishment of a, in New 
York, 122. 

—— physical conditions, as a factor 
in solution of lighting problems, 
35-36. 

—— public utility regulation, beliefs 
of those interested in, 170. 

—— regulation: Arguments against, 
24, 25; arguments for, 127. 

—— self-government, argument for, 
25. 

—— utility problems, advantages of 
a study of, by municipal authori- 
ties, 43. 

London Plan, definition of the, 184. 


Mattsiz, Mito R. The Distribu- 
tion of Functions Between Local 
and State Regulation, 163-169. 

Management, as important element 
in generation and distribution of 
electric current, 86. 

Maryland, accomplishments of, in 
public utility cases, 65. 

Massachusetts, commission dealing 
with municipal utilities in, 62. 

_Martuewson, F. Holding 
Companies and the Public Wel- 
fare, 305-312. 

Mayors, attitude of, regarding policy 
of municipalities toward public 
utilities, 255. 

_ —— Conference: Attitude of public 

utilities towards, 320; codperation 


of various cities as arranged by the, 
43; purposes of the, 118-119, 254; 


results of, 186-187, 301, 302; slogan 
of, 33. 

Merriam, E. The Case for 
Home Rule, 170-174. 

Milwaukee, effect of regulation by 
city commission in, 148-149. 

Minneapolis: Accomplishments of 
city council in, 75; electric rates in, 
75; street railway service in, 74, 
75; testimony of, in regard to what 
has been accomplished without 
state regulation, 73. 

—— gas company, terms of franchise 
of, 74. 

Mitchel, John Purroy. Remarks of, 
as Presiding Officer, 118-122; 186- 
187. 

Monopoly: Attendant upon increas- 
ing wealth, 96; attitude in Ger- 
many and England toward, 195; 
justification for, in a public utility 
field, 101. 

Moses, Percival R., remarks of, 111- 
112. 

Municipal and private plants, effect 
of division between, 161. 

—— electric plants: In Seattle, 76- 
77; in various states, 241. 

Monicripat Evectric Works, Souru 
Norwatx’s. Albert E. Winchester, 
228-245. 

Municipal express service, establish- 
ment of, in Bradford, 201. 

—— gas plants in Great Britain, con- 
tributions in relief of taxation by, 
204. 

—— government: By commission, 
175; increase in efficiency of, 225; 
views of Edwin 8. Stuart on, 1. 

—— Home Rule League of Pennsyl- 
vania: Objects of the, 177-178; or- 
ganization of the, 177. 

—— light and power plant of Pasa- 

dena: Advantages of the, 224-225; 

balance sheet of the, 222; condi- 

tions of employment in the, 224; 

objections to the, 224-225; solici- 

tors of the, 223. 
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MonicipaL Licat AND POWER 
PLANT, Pasapena’s. C. Wellington 
Koiner, 209-227. 

Municipal Light League, organiza- 
tion of the, in Pasadena, 224. 

—— —— plant in South Norwalk, 
financial status of the, 236. 

Monicipat Licutinc Rates. Ray 
Palmer, 33-44. 

Municipal lighting system, effect of 
establishing a, in Winnipeg, 260-261. 

—— operation: Difficulties obstruct- 
ing the movement for, 17; in- 
efficient management under, 262- 
264. 

—— ownership: A live issue, 241; 

advantages of, 73, 174, 192, 205, 

292; arguments against, 52, 130, 

254-273, 288-299; as alternative, 

229; as solution to problem, 

288; attitude of cities toward, 10; 

attitude of public utilities toward, 

64; current toward, 62-63; danger 

of, 52; desirability of, 17, 18; effect 

of establishing, in various cities of 
the United States, 259-262; effect 
of, on privately owned utilities in 

Kansas City, 78; efforts to make 

cities fit for, 18; entrance of a city 

upon, 15; experiments in, 191; ex- 
tent of, in Great Britain, 195; fac- 
tors discouraging, 34; gains from, 

201; growth of, since 1881, 241; in 

Athens, Ohio, 261; in Chariton, 

262; in Duluth, 78-79; in Edmon- 

ton, 259-260; in Elbow Lake, 262; 

in Europe, 188, 194; in Germany, 

205-206; in Great Britain, 195, 196, 

197, 203-206, 290-291; in Hanover, 

261-262; in Pasadena, saving re- 

sulting from, 218; in South Nor- 

walk, efforts of company to hinder, 

230, 232; in Washington, D. C., 

274-275; increase of, on Pacific 

coast, 227; method of obtaining, 

73; more effective than any form 

of regulation, 63; motives leading 


INDEX 


to, 195; objection to, 288-299; of 
electric light plants, success of, in 
California, 218; opposition of pri- 
vate interests to, 216; public opin- 
ion on, 204; question of, 193; reasons 
for movement for, 188; reasons for 
success of, in South Norwalk, 236- 
238; relation of regulation to, 70; 
results of investigation of, in 
United States and Great Britain, 
63; social gains from, 207-208; spe- 
cial adaptation of electric light 
and power business to, 227; theory 
of, 16; versus regulation, 216-217. 

MounicipaL OwNERSHIP. Newton D. 
Baker, 188-193. 

MUNICIPAL OWNERSHIP AND OPERA- 
TION OF WaTeR-Works. M. N. 
Baker, 279-281. 

MouNIcIPAL OWNERSHIP, SoME Lim1- 
TATIONS AND OBJECTIONS TO. 
Clarke M. Rosecrantz, 254-273. 

MUNICIPAL OWNERSHIP—THE TESTI- 
MONY OF FOREIGN EXPERIENCE. 
Frederic C. Howe, 194-208. 

MuNIcIPAL OwnERSHIP, Wuy I Be- 
LIEVE In. Robert Crosser, 282- 
292. 

Municipal plant in South Norwalk: 
Addition of commercial electric 
power service by the, 235; aim of 
the, 234; offer of company to pur- 
chase the, 234. 

—— power plant of Pasadena, rates 
charged by, 211, 212. 

—— rates, objections to state regu- 
lation of, 168. 

—— street lighting costs, factors en- 
tering into, 35-37. 

—— system versus a privately owned 
company, 112. 

—— utilities: commission dealing 
with, in Massachusetts, 62; dis- 
coveries of cities in regard to, 62; 
operated by private corporations, 
8; regulation of, in hands of state 
commissions, 24. 
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MoniciPAL UTILITIES, THE REGULA- 
TION OF. Nathaniel T. Guernsey, 
20-27. 

Municipal water plant, effect of the 
establishment of a, in Duluth, 261. 

Municipalities: Authorization of, by 
Ontario legislature, to establish 
municipal light works, 246; co- 
operation of, as a means of abolish- 
ing interlocking directorates, 49; 
failure of, in test of regulation, 109; 
lack of codperation in, of the United 
States, 33; relation between pub- 
lic utilities corporations and, 6; 
reasons for inadequate jurisdiction 
of, 146-147. 

Municipally owned plants in Great 
Britain, 241. 

—— —— public utilities: Arguments 
against, 258, 259; arguments for, 
256, 258; progress of Toronto, 
toward establishing, 6. 

—— —— utilities: Accounts of, 130; 
comparison of rates charged by 
regulated utilities with, 217; co- 
éperation between, 224; efficiency of, 
226; objections to, 130. 

—— —— water works, 
number of, 279. 


growth in 


Natural monopolies: Competition be- 
tween, 96-97, 101; definition of, 96 
97; regulation of, versus competi- 
tion between, 98. 

Nevin, Hon. W. D., Remarks of, 302- 
303. 

New Haven tragedy, as a result of 
interlocking directorates, 48. 

New York: Establishment of a local 
commission in, 122; failure of mu- 
nicipal ownership in, 262; home 
rule in, 186; lighting cost statistics 
in, for 1913, 37; need in, for infor- 
mation concerning public service 
corporations, 118; problem of pub- 
lic utilities regulation in, 121; pub- 
lic service commission in, 121; 
taxes in, 121; traffic situation in, 269. 


Newmann, Oliver P., remarks of, 274- 
276. 

Niagara Falls, utilization of, for gen- 

erating electric power, 246. 


Ohio, experience of, with corrupt 
legislatures, 190. 

Ontario, hydro-electric power com- 
mission of, 246-253. 

Operating expenses: Characteristics 
of, incurred by light and power 
companies, 89; reasonable amounts 
for, 133. 


PatmerR, Ray. Municipal Lighting 
Rates, 33-44. 

Pasadena: Electric rates in, 78; fur- 
nishing of electrical energy for 
commercial light and power pur- 
poses by, 211; influences prevent- 
ing disposal of bonds by, 210; or- 
dinance passed by, regulating power 
rates, 213; plans of, for installing 
electrical utilities, 209; provisions 
of charter of, 209; right of, to fix 
rates for electrical energy, 212. 

PasapeNA’s Mounicipat LicHt AND 
Power Prant. C. Wellington 
Koiner, 209-227. 

Pennsylvania, extent of commission 
government in, 175. 

—— state public service commission, 
the, 175-178. 


PENNSYLVANIA, STATE AND LOCAL 
REGULATION IN. Ira W. Stratton, 
175-185. 


Perpetual franchises, objections to, 
139. 

Philadelphia: As a safe place for in- 
vestment of capital for public 
service, 31; importance of protect- 
ing capital invested in, 31; lighting 
cost statistics in, for 1913, 37; 
necessity of providing rapid transit 
facilities in, 28. 

PHILADELPHIA’S TRANSIT PROBLEM. 
A. Merritt Taylor, 28-32. , 

Power rates in Pasadena, 219-220. 
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Power service, rates for, in Toronto, 
249. 

Private companies, comparison be- 
tween local authorities and, in op- 
erating gas works in Great Britain, 
203. 

—— corporations: Municipal utili- 
ties operated by, 8; result of Pasa- 
dena’s effort to purchase, 214. 

——— enterprise, prime motive in, 282. 

—— interests, opposition of, to mu- 
nicipal ownership, 216. 

—— monopoly, difficulty of regula- 
. ting a, 17. 

—— ownership: Arguments for, 60; 
as comparatively new, 244; claims 
of defenders of, 287; disadvantages 
of, 104; efforts of, 101; evils re- 
suiting from, 284; rates charged 
for electric current under, 111; 
wisdom of, 280. 

—— utilities, regulation of, 111. 

—— utility companies, position taken 
by, regarding rates, 111. 

Privately owned capital, regulation 
of service furnished by, 161. 

——— —— corporations, accomplish- 
ments of, 303. 

—— —— interests, attempt of, to 
rescue legislation banishing mu- 
nicipal ownership, 231. 

—— —— public utilities: Attempt of, 
to get on a conservative financial 
basis, 15; efforts of, 191; elements 
in the cost of conducting, 106; re- 
lation between a city and, 8; pub- 


licly owned utilities versus, 104- 
106. 
Prouty, Hon. Charles A., remarks of, 


277-278. 
Public: Demands of, from utilities, 
317; relation between utility cor- 
porations and the, 8; risk of invest- 
ment should be carried by the, 13; 
treatment of public service cor- 
porations by the, 182. 
—— agency, theory of, 13. 


Public control, attitude of public ser- 
vice corporations toward, 12. 

—— credit, use of, entirely justified, 
30. 

—— gas companies, rates of, 204. 

—— officials, corruption of, 283-284. 

—— operation, financial success of, 
200. 

—— ownership; Arguments against, 
60, 61; arguments for, 59, 60; as a 
reserve power, 120; comparison be- 
tween private and, 60; disadvan- 
tages of, 103; of gas, 204; of trans- 
portation, in Germany, 206; pre- 
ferable to private ownership, 108; 
requisites for, 59; success of, in 
Germany, 207. 

—— service activities, trend of, 83. 

—— —— commissions: Amount spent 
by, 183; application to, for certifi- 
cates of convenience, 180; extent of, 
in the United States, 298; in New 
York, 121; significance of, 13. 

——— —— corporations: As public ene- 
mies, 8; attitude of, toward amor- 
tization of capital, 9; attitude of, 
toward the indeterminate franchise, 
9; attitude of, toward public con- 
trol, 12; control of issuance of se- 
eurities by, 166; codperation on 
part of cities to secure fair rates 
from, 187; demands made by pub- 
lic opinion on, 119; elements of 
policy for, 91; failure of, to make 
friends with the people, 52; Mayor 
Blankenburg’s attitude towards, 3; 
need for information concerning, 
in New York, 118; part taken by, 
in development of Philadelphia, 31; 
premises on which policy of, is pred- 
icated, 91; state regulation by com- 
missions, as protection against, 8- 
9; taxes or license fees imposed up- 
on, 13; treatment of public by, 182. 

Pusiic Service CorPORATIONS, A 

Constructive Poticy For. 

Charles Day, 83-93. 
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Public service department: Functions 
of the, 171; organization of, in Chi- 
cago, 171. 

—— utilities; Actions of public 
against, 180-181; as profit seekers, 
55; as symbols of codperation, 18; 
attitude of city toward, as money- 
earning enterprises, 9-10; attitude 
of, toward commissions, 68; atti- 
tude of, toward municipal owner- 
ship, 64; capitalization of, in Chi- 
cago, 171-172; community of pub- 
lic interest among, 14; codperation 
of the public and, 27; distinction 
between, and other corporations, 
310-311; division of earnings of, 
between city and companies, in 
Chicago, 58; freedom of, in the 
transaction of their business, 23; 
importance of questions relating 
to regulation of, 21; in municipal 
politics, 25; in the absence of regu- 
lation, 152; interest of Hunting- 
don, W. Va., in 50; justification for 
taxing property used by, 14; money 
as an essential to, 27; nature of in- 
vestment in, 22-23; need of regula- 
tion of, 180; problem of paying for, 
19; profit of, as a relief to general 
taxation, 13; progress of Toronto 
toward establishing municipally 
owned, 6; protection of, from poli- 
tics, 237; purpose of, 182; rates and 
charges of, 14; receipts from, in 
Chicago, 171; relation between 
cities and, 9; results of financing, 
104; results of public ownership of, 
18; results of rule of California 
commission regarding, 102, 103; 
right of public to manage, 20. 

Pusiic UTILITIES, THE REGULATION 
or. Carter H. Harrison, 54-61. 


Public utilities commissions, states 
having, 119. 

———- —— corporations, relation be- 
tween municipalities and, 6. 


4 


Public utilities field, justification for 
monopoly in a, 101. 

investments: Character of, 
9, 10; establishment of, upon non- 
speculative basis, 11. 

—— —— regulation, problem of, in 
New York, 121. 

—— utility laws: Adoption of, by 
various states, 136; essentials of 
regulation possible under, 140-141. 

—— —— problems: Local impor- 
tance of, 174; stock watering and, 
46. 

—— —— products, advantages of 
competition in, 81. 

Pusiic Utitity Program, Funpa- 
MENTAL PLANKS IN A. Delos F. 
Wilcox, 8-19. 

Public utility regulation: By local au- 
thorities, 173; security of invest- 
ment as first plank in a program of, 
11. 

Pusiic Utititry REGULATION, SoME 
PRESENT-Day Issurs or. Edward 
W. Bemis, 62-71. 

Public utility service: As dependent 
upon stocks and bonds, 11; fur- 
nished free, 14; rendered at cost, 
14. 

Pusitic WELFARE, Compa- 
NIES AND THE. Charles F. Mathew- 
son, 305-312. 

Publicly owned street railway lines, 
in Germany, 206. 

—— —— utilities: Investment of, 

104-105; privately owned utilities 

versus, 104-106. 


Railroad Commission of Wisconsin, 
experience of the, 254-255. 

Railroads, situation confronting reg- 
ulating bodies with respect to, 147- 
148. 

Rapid transit facilities: Advantages 
of increased, 29, 30; provisions of 
program providing for increased, 
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Rate adjustments, work of regulation 
in regard to, 144. 

—— regulation: Objections to power 
of municipalities in, 167; power of 
state in, 167. 

——-—— work, steps necessary to 
utilize, 43-44. 

—— setting, benefits resulting from 
new method of, 90. 

Rates: Causes leading to changes in, 
136; definition of economical, 34; 
discussion of increases and de- 
creases in, 144; holding companies a 
means of reducing, 309; in Cleve- 
land, 80; in Columbus, 80-81; in 
Kansas City, 77-78; in Minneapo- 
lis, 75; of return, principles and 
facts governing, 156; provisions of 
properly constructed, 249; reasons 
for difference in, 114-115; reduction, 
by public service corporations, 320- 
321; results of high, 131; results of 
low, 132; scales of, in force in 
Toronto’s distribution plant, 248- 
249. 

Rates of return, principles and facts 
governing, 156. 

RECOMMENDATIONS, REPORT OF THE 
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Scanlon, Hon. P. S., remarks of, 50- 


52; 300-301. 

Scientific analysis, fulfillment of prin- 
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tion of, 30. 

Superior, state regulation in, 79. 
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